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in all parts of the world 


Balance Sheet per Dec. 315* 1926 Liabilities 


Reichsmark Pf Reichsmark Pf 


Cash in Hand, foreign Share Capital . . . . 60 000 000 
Currency, Coupons, and 
Balances with Note- BON « « as ew % 40 000 000 


Issuing and Clearing 
Banks . is ‘i 76 384 36939 | Creditors . . . . .| 1326560 45215 


Bills Receivable and non u 
interest-bearing Treasury Acceptances. . . . . 57 950 895 26 


ee 331 401 009 — 


Credit balances with Joint 
Stock and Private Banks 200 436 528 32 


Contangoes and Advances Other Liabilititss . . . 3 577 166 06 


on Securities quoted on 
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Advances on Goods in 
Stock and in Course of 
Shipment . . .. . 84 119 55801 


Own Securities. . . . 18 101 226 33 
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Permanent Investments in 
other Joint Stock and 
Private Banks .. . 20 614 12341 


Debtors on Current Ac- 
Gomme ck cs 0 te te le 580 167 20690 


Bank Bui'dings . . . 25 000 000 
1 511 046 46556 1 511 046 46556 


Dividend for the year 1926: 12 per cent. 


Persion- Fuzd for Em- 
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40,457,710 


SQUARE, EDINBURGH. 
Secretary: J. B. ADSHEAD. 
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The Bank has 390 offices, and 
Agents in al! the principal 
towns at home and abroad. 
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Foreign Exchange Business 






TRADE INDEMNITY COMPANY LTD. 


Established 1918 
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AUTHORISED AND ISSUED 
£250,000 FULLY PAID 


TRADE CREDITS 


The object of the Company is to assist Mer- 
chants and Manufacturers to develop Home 
and Overseas Business by the Insurance of 
Credits. 
The seller is thus enabled to— 
1. Extend the credits he is in the habit of 
granting without increasing his liability. 
2. Transact his usual volume of business with 
a materially reduced financial risk. 
3. Open new accounts with greater confidence. 
4. Discount bills with his Bankers on a larger 
scale and on better terms. 
The Company is prepared to grant policies 
insuring approved accounts up to 75 per cent. 
of the net invoice value of goods sold and 
delivered in the ordinary way of trade to 
customers domiciled in almost any part of 
the world. 
In order to facilitate the financing of debts the 
Company is prepared to grant protection to the 
Bankers against the event of the Policy being 
invalidated through neglect or otherwise on the 
part of the Assured in complying with the 
Conditions of the policy. 


Prospectus and Proposal Forms can be obtained on 
application to: 
77 CORNHILL, LONDON, E.C.3 
Underwriter: H. S. SPAIN 


All inquiries are treated in the strictest confidence 
MANCHESTER OFFICE: 1 BOOTH STREET 
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COMMERCIAL BANK OF SCOTLAND LTD. 
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62 LOMBARD STREET, E.C.3. 
OHN M. ERSKINE. Assistant Manager. 


j 
MPERIAL HOUSE, KINGSWAY, W.C.2. 
JAMES oO. DAVIDSON, be gir 


115 BUCHANAN STREET. 


ANDREW SCOTT, Manager. WILLIAM coctRANE Assistant Manager. 
Princes Street, Edinburgh, Branch, 118 Princes Street. James Thomson, Agent. 
The Bank has 315 Branches and Sub-Branches throughout Scotland. 


General Banking and every —— of Foreign Exchange business transacted, and Agency business for 


oreign and Colonial Banks undertaken. 


The Bank is prepared to undertake the duties of Executor or Trustee under wills and settlements, and to act as 


Trustee for Debenture Holders, and for Public Bodies and Institutions. 
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LIMITED 
Head Office: 117 Old Broad Street, London E.C.2 






A COMPLETE INTERNATIONAL 
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LINKING 







THE OLD 
WORLD AND 
THE NEW 
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BRITISH BANK of SOUTH AMERICA LIMITED 
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Capital - - = 100,000.000$000 
Reserves - - = 131.456.715$571 
Paper- Currency 

Redemption Fund 324.892.896$526 


Last Dividend 20% 






Capital—Lire 300,000,000 










Reserve— Lire 40,000,000 





| Head Office: MILAN | 







Branches in the chief commercial 
cities of Brazil and Agents 



















Offices at: in smaller towns and abroad. 
Milan, Naples, Genoa, Rome, scaananicineeaanmameneaaamiiaal 
Turin, Palermo, Trieste, 











All manner of banking transactions under- 
taken. Current accounts opened, with or 
without limit; fixed deposits received ; 
premium bills. Drafts, promissory notes 
and signed accounts discounted. Loans 
effected on approved security; payments 
undertaken at home and abroad. Letters 
of Credit issued on all the principal home 
and foreign cities, etc. 


Bologna, Florence, Venice. 
Over 60 Branches in the princi- 







pal industrial and commercial 
points of Italy. 











EVERY KIND OF BANKING BUSINESS 
TRANSACTED 
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THE 


MOSCOW NARODNY BANK 
LIMITED 
ESTABLISHED 1919 
Heap Orrice : 


300 High Holborn, London, W.C.1 


Paris Branco: 26, Rue Vivienne, Paris 


BERLIN REPRESENTATION : 
Kurfiirstenstrasse, 33, Berlin 








THE 
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FOUNDED 1680 



























Capital subscribed Yen 100,000,000 

Capital paidup- - Yen 60,000,000 

Reserve Fund - - Yen 55,400,000 
(December 1926) 










Authorised Capital - - - £1,000,000 
Paid-up Capital - - - - 700,000 
Reserve Fund & Undivided Profit - 90,000 


















Head Office: TOKYO, JAPAN 


Branches in all the principal cities 
in Japan, and in Bombay, New 
York, Shanghai, Sourabaya. 




























The Bank finances the export and import operations 
of the Russian Co-operative and other Societies. 
Principal Foreign Agents of the All-Russian 
Co-operative Bank, Moscow and Branches. 

London Correspondents of the State Bank of 
the U.S.S.R. 

Every kind of Banking Business Transacted. 
Remittances to Russia effected, Letters of Credit 
and Drafts issued on Moscow and other centres in 
Sterling, U.S. Dollars, and Tchervonetz. Collections 
undertaken. 


Correspondents in all Principal Centres of Europe, 
The U.8. of America, and everywhere in the U.$.8.R. 






LONDON OFFICE: 
Winchester House, Old Broad Street, 
E.C.2 


Telephone- - - LONDON WALL 3221-2 
9 4239 


Cable Address “‘ MITSUIGINK, LONDON.” 



























COMMERCIAL & INDUSTRIAL BANK 


of the U.S.S.R. 
Cable Address: ‘‘ Prombank.”’ 
Established November 1922. 


THE 
FIRST NATIONAL BANK 
OF BOSTON 
























Main Office: 88 Branches 
Karunin Square, 2/7 Offices and Agencies BOSTON. MASS., US.A.: 
Moscow. in the Union. 67 Milk S'reet. 
STATEMENT BUENOS AYRES: HAVANA: 






99 Florida. Psiro Gomaz Mena Bldg. 





as at October 1, 1926. 
Paid and Subscribed Capital Rbls. 82,594,992 
Reserves and Special Funds 36,634,015 
Deposits and Current Accounts 189,237,789 
Discounts and Loans 350,050,666 
‘* PROMBANK”’ was established with special object 
for financing the State Industries 
and Trades of the U.S.S.R. 
It handles Exports and Imports in 
raw materials and goods manu- 
factured. 
It transacts business in Russian and 
Foreign Currency. 
Discounts and Loans to the State Industries and Trade 
Organizations on October 1, 1926, amounted to 
Rbls. 320,625,000. 


Correspondents of “ PROMBANK.” 


GREAT BRITAIN 

IONDON .. lloyds Bank, Ltd. 
Bank for Russian Trade, Ltd. 
The Moscow Narodny Bank, Ltd. 


UNITED STATES 
New York City The Chase National Bank of 
the City of New York. 
The Amalgamated Bank of 
New York. 
The Equitable Trust Co. of 
New York. 
CHICAGO .. The Amalgamated Trust and 
Savings Bank. 
Correspondents in all important Cities 
of Europe, Americas, Near and Far East, 



























Accepts funds from banking corres- 
pondents for investment in designated 
American Securities, Bank Acceptances, 
US. Government Bonds, etc. 





























£Epecial Repres=nta‘ive: 
24. OLD BROAD SIREET, LONDON. 






























BACK NUMBERS 


THE BANKER 


Owing to the stock being practically 
sold out in certain months, difficulty 
has been experienced by readers in 
obtaining copies. The publisher will 
be grateful if readers requiring copies 

would communicate with him at 


9 East HARDING STREET, LONDON, E.C.4. 
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BANK OF NEW ZEALAND. 


Bankers to the New Zealand Government. 


Authorised Capital - 86,154,988 
CAPITAL SUBSCRIBED AND PAID UP. 








Four per cent. Guaranteed Stock ... eee £529,988 
Preference “‘A”’ Shares issued to the New Zealand Government oon ase 500.000 
Preference ‘“‘B” Shares Do. a -- 1,375,000 
Ordinary Shares ane ons ove ace ait ooo aos . 3,750,000 

£6,154,988 
Reserve Fund and Undivided Profits ... éee ad ose oss ove 3,390,378 






£9,545.366 






London Office: 1 QUEEN VICTORIA STREET, E.C.4. 
Negotiates and Collects Bills of Exchange. Grants Drafts on its Offices in New Zealand, Australia, Fiji, and 
Samoa. Remittances made by telegraphic transfer. ROBERT MILL, Manager. 














NEW ZEALAND 


A Prosperous Dominion. 
Last year New Zealand supplied Great Britain with :— 
50 %, of her imported Mutton and Lamb. 


20 % ” ” ” Butter. 
2% uw « a Cheese. 
yaa ‘a Wool. 
Per capita imports £35 5s. 10d. .. Exports £32 os. 7d. 


The highest of any country. Britain’s best (per capita) customer. 


New Zealand offers splendid opportunities to British manufacturers and investors. 
For further information, apply to: The High Commissioner for New Zealand, 415 Strand, London, W.C.2 














YOKOHAMA SPECIE BANK, LIMITED. 


ESTABLISHED 1880. (Registered in Japan.) 


Capital Subscribed and Fully Paid - - Yen 100,000,000 
Reserve Fund - - - Yen 92,500,000 


Head Office: YOKOHAMA. 

BRANCHES and AGENCIES at Alexandria, Batavia, Bombay, Buenos Ayres, Canton, Calcutta, Changchun, Dairen 
(Dalny), Fengtien (Mukden), Hamburg, Hankow, Harbin, Hong Kong, Honolulu, Kai Yuan, Karachi, Kobe, 
London, Los Angeles, Lyons, Manila, Nagasaki, Nagoya, ‘Newchwang, New York, Osaka, Pekin, Rangoon, 
Rio de Janeiro, Saigon, Samarang, San Francisco, Seattle, Shanghai, Shimonoseki, Singapore, Sourabaya, 
Sydney, Tientsin, Tokyo, Tsinanfu, Tsingtau, Vladivostok (temporarily closed). 

The Bank buys and receives for collection Bills of Exchange, issues Drafts and Telegraphic Transfers 
and Letters of Credit on above places and elsewhere, and transacts General Banking Business. Deposits 
received for fixed periods at rates to be obtained on application. 


London Office :—7 Bishopsgate, London, E.C.2. 
K. YANO, Manager. 

















THE BANK OFFICERS’ GUILD. 


(The National Association of Bank Employees of England and Wales.) 
The Guild is a protective association which aims at the betterment 
of the status of the Bank Clerk and co-operation with the Directorates. 


It desires Banking to be raised to the dignity of a profession, and 
is doing a great work to increase the educational standard of the employee. 


For full particulars and explanatory literature apply to :— 
THE GENERAL SECRETARY, 
BANK OFFICERS’ GUILD, 
28 OLD QUEEN STREET, 
WESTMINSTER, S.W.1. 
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THE SUNDAY NEWS 


FORMERLY KNOWN AS 


LLOYD’S - SUNDAY - NEWS 


HAS DEFINITELY ESTABLISHED ITSELF IN THE FOREFRONT OF 
FINANCIAL MEDIA. ITS SUCCESS HAS BEEN ATTAINED BY THE 
COMPLETE CONFIDENCE OF ITS READERS THROUGH THE WELL- 
INFORMED CHARACTER OF ITS FINANCIAL SERVICE AND ADVICE. 
THE SUNDAY NEWS HAS A HUGE FOLLOWING AMONGST THE 
LARGE AND SMALL INVESTORS THROUGHOUT THE WHOLE OF 
THE BRITISH ISLES. 


THE RESPONSIVENESS OF THE SUNDAY NEWS IS WELL KNOWN 
TO MANY FINANCIAL HOUSES WHO REGULARLY USE ITS 
COLUMNS. NO LIST OF FINANCIAL ADVERTISING CAN BE CON- 
SIDERED COMPLETE UNLESS IT INCLUDES THE SUNDAY NEWS. | 
ITS PULLING POWER IS CERTAIN AND CONSISTENT. 

Rates for Financial Advertising, Prospectuses, 

Company Meetings, etc., to be obtained from 


ARTHUR RICHARDSON, Advertisement Director, 
THE SUNDAY NEWS, 3-4-5 SALISBURY SQUARE, E.C.4. 


TELEPHONE: CITY 9330. 

















































THE YOKOHAMA SPECIE BANK LIMITED. 


(REGISTERED IN JAPAN.) 









Head Office - - - YOKOHAMA. 

London Office - - - 7 BISHOPSGATE, E.C.2. 
CAPITAL SUBSCRIBED - “a aa -. Yen 100,000,000 
CAPITAL PAID UP .. ea in es 7 Yen 100,000,000 
RESERVE FUND . i ua Yen 92,500,000 





The NINETY-FOURTH HALF YEARLY GENERAL MEETING of Shareholders was held at the 
Head Office, Yokohama, on the 10th March, 1927, when the Directors submitted the following 
Statement of the Liabilities and Assets of the Bank, and the Profit and Loss Account for the Half-year 
ended 31st December 1926, which was duly approved :— 
LIABILITIES. BALANCE SHEET. 










ASSETS. 


















Capital ee ae - ¥100,000,000.00 Cash Account- 
Reserve Fund ‘ 89,500,000.00 In Hand .. ¥39,009,011.34 
Reserve for Doubtful Debts .. 5,027,397.34 At Bankers.. 34,710,808.52 Y 73,719,819.86 
Notes in Circulation .. 5,470,107.49 Investments in Public Securities 
Deposits (Current, Fixed, &e. ) 507,264,188.46 and Debentures d -. 228,202,177.02 
Bills Payable, Bills Re-dis- Bills Discounted, Loans, Ad- 
counted, Acceptances and vances, &e. . 305,603,824.87 
other Sums due by the a 435,995,333.49 Bills receivable and other Sums 
Dividends Unclaimed .. 25 5,445.25 due to the Bank 523,234,560.28 
Balance of Profit and Loss Bullion and Fcreign Mone FY - 10,276,010.52 
a forward from last Bank’s Premises, Properties, 
Accour 5,962,168.08 Furniture, &c. .. Paes - 17,388,437.47 
Net Prost for the ‘past Half- -year 9,180,189.91 
Yen 1,158,424,8 30. 02 2 Yen 1.158,424,830.02 
ee 

































Dr. PROFIT AND LOSS ACCOUNT. Cr. 
To Reserve Fund .. a .. ¥3,000,000.00 By Balance brought forward 30th 
To Dividend— June, 1926 - ¥5,962,168.08 
yen 6.00 per Share for 1,000,000 | By Net Profit for the Half- -year 

Shares ae 6,000,000.00 | ended 31st December, 1926 .. 9,180,189.91 
To Balance carried forward to (After making provision for 






next Account a -» 6,142,357.99 | Bad and Doubtful Debts, Re- 
| bate on Bills, &c.) 







Yen 15,142,357.99 | Yen 15,142,357.99 
ae | Ba 
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The True Scope of Central 
Banks 


OME important issues are raised 
S by the March-April number of 

the ‘Midland Bank Review ’”’ in its 
article discussing the scope of Central 
Bank business. If its appeal is some- 
what weakened by a_ concluding 
section which is in effect an attack 
upon the Bank of England, that does 
not prevent the article as a whole 
from being an excellent presentation 
of some important matters of theory 
and practice. 

The actual state of practice shows 
that some Central Banks do, in 
addition to business which is strictly 
germane to their functions as Central 
Banks, a considerable amount of 
business which could as well be done 
by the commercial banks. A second 
group, of which the Federal Reserve 
System is the leading example, are by 
law or by custom—in the case of the 
Reserve System, of course, by law— 
restricted to “‘pure’’ Central Banking 
functions ; a third group containing 
“in a position of solitary eminence 
but a single bank, but that the Bank 
of England—does indeed combine 
Central Banking with commercial 
business, but subordinates the latter 
to the former so successfully as to 
defy criticism, at least on the ground 
that public interests are thereby 
subordinated to private wishes. But, 
whilst there is this de facto division 
into banks of different types, what 
ought to be the position of these in- 
stitutions ? Ought they to be allowed 


to carry on commercial banking 
functions side by side with central 
banking activities? The “Review 

rightly puts its finger on the true 
danger-spot : ‘“‘the vital risk inherent 
in such a mixture of affairs . . . of 
conflict between central bank respon- 
sibilities and private business interests. 
It is quite conceivable, for example, 
that the requirements of particular 
private customers might lead a mixed 
central-cum-commercial bank to take 
steps promoting considerable expan- 
sion of credit, even though such an 
expansion, judged by public interests, 
might be wholly undesirable.” As 
regards this particular point, the writer 
of the passage cited perhaps has over- 
looked that his argument cuts both 
ways: that if acentral bank, through its 
commercial operations, may be driven 
to expand when it should be con- 
tracting credit, it is, nevertheless, also 
in a position to anticipate the action 
of the commercial banks if these are 
unduly cautious (say at the depth of 
a depression), and expand credit 
through its commercial accounts at 
a time when it ought to be expanded. 
Further, it can be pointed out that 
the existence of commercial accounts 
does not preclude the possibility of 
an adequate credit-control, even 
though these commercial accounts are 
never deflated. The Central Bank, 
e.g. might, when deflation is called 
for, reduce its holdings of securities 
by more than the proportion neces- 
sary if it held no commercial accounts. 
It might squeeze the outer money 
market in order that the aggregate 
amount of credit granted might be 
within the limits it considered safe, 
though its own credits to commerce 
| ss THE FRONTISPIECE | 
Our frontispiece is a portrait of Mr. 
| 
| 





Laurence Currie, a managing 
partner wn Messrs. Glyn, Mills 
and Company. 
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and industry were expanding. True, 
in doing this, its policy would con- 
flict with the interests of the com- 
mercial banks. But such a conflict 
is almost implicit in any form of 
Central Bank control. Any system 
which at times leads to a redistribu- 
tion of the aggregate lending power 
in favour of the Central Bank works 
against the immediate self-interest of 
the commercial banks. Suppose the 
Central Bank to drain the market of 
funds by the sale of securities, so that 
the commercial banks are driven to 
rediscount at the Bank instead of 
holding till maturity—at once the 
profits of the commercial banks are 
threatened. Some contact with the 
open market is obviously necessary, 
and not too much stress ought to be 
laid upon the form which this contact 
takes. The conflict between public 
policy and the self-interest of the 


Central Bank is not eliminated by 


depriving the latter of its commercial 
accounts, though, ex hypothest, if the 
Central Bank possesses no “commer- 
cial customers,”’ thety self-interest can 
no longer interfere with the working 
out of an appropriate credit policy. 
The expediency of depriving Cen- 
tral Banks of any commercial accounts 
cannot, however, be settled exclu- 
sively without consideration of all the 
circumstances of a particular area. It 
is not merely the necessity of ‘‘ meeting 
expenses and earning a reasonable 
profit in the sphere of pure central 
banking” which is responsible, as the 
writer of the article cited appears to 
think is the case, for the constant 
pressure for an extension of the 
activities of the South African Reserve 
Bank. The fact is that in South 
Africa the dependence of the banks 
on the Reserve Bank is so small, and 
the local bill market is so little 
developed, that it is hard to see how 
the Reserve Bank is ever to bring any 
influence to bear upon credit condi- 


tions unless it has commercial cus- 
tomers. Where a Reserve Bank is 
trying to obtain an influence in such 
an area it must reverse the technique 
practised in London: instead of a 
section of the outside market being 
pushed into the Bank, the Bank must 
push a section of its customers on to 
the commercial banks, and thus make 
these dependent upon the Reserve 
Bank in periods of pressure. In other 
words, the theory that a Central Bank 
should possess no commercial cus- 
tofhers may work well enough in 
highly-developed money markets ; the 
applicability of the rule in other cases 
is by no means so obvious. The fact 
is that Central Banking is being 
pushed into economic systems of a 
much simpler type than those of 
Western Europe and the United 
States, whilst “advanced” theory is 
somewhat disinclined to make allow- 
ances for these novel conditions in 
laying down precisely what Central 
Banks may or may not do. 

The writer of the article goes 
farther, however, and utilizes the 
general principle that commercial 
accounts should not be kept by a 
Central Bank to question the expe- 
diency of transferring to the Bank of 
England the London account of a 
National Bank of Jugo-Slavia, a 
transfer, it is hinted, made a condition 
of assistance by the Bank of England. 
Now, since the writer himself refers 
to the dealings of the Reserve Banks 
with other Central Banks as incidental 
to the international obligations of the 
times in which we live, and are in no 
sense to be likened to the domestic 
private business of Central Banks of 
the Continental type, it would appear 
at first sight that there is nothing 
objectionable in the particular trans- 
action between the Bank of England 
and the National Bank of Jugo- 
Slavia. It would, indeed, appear to 
be highly desirable that the Bank of 
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England should possess a direct in- 
sight into the account, and this can 
only be the case if it holds the ac- 
counts. Objection can only be made 
on particular grounds. The grounds 
upon which objection is taken by the 
writer in question would appear to 
be that a transfer of an account from 
a commercial to a Central Bank has 
deflationary effects. If, as in the 
present case, the account is to be 
managed “‘so as to yield a return,” 
the money so transferred will indeed 
be lent to the market, but “an addi- 
tion to the Bank of England’s de- 
posits and earning assets, unaccom- 
panied by any inflow of gold, effects a 
reduction in the ratio of reserve to 
liabilities of the banking department.” 
If, on the contrary, the transferred 
account is non-interest earning, since 
in any case it involves a reduction of 
a commercial bank’s balance at the 
Bank, there is a “direct incentive to 
deflation, which only a re-creation of 
bank cash is likely to overcome.” 
The conclusion is that whatever the 
short-term effects may be “the long- 
term effects on trade and industry 
may quite possibly be substantial, 
through the tendency exerted towards 
either actual curtailment of bank cash 
or restrictions upon justified expan- 
sion.”’ Yet ‘the presence or absence 
of such a tendency is the real test of 
success or failure of a central bank’s 
activities. Its prime concern should 
be to ensure an adequate, yet not 
superfluous, supply of credit for the 
maintenance of full business activity.” 

We are back again to the favourite 
thesis of the Midland Bank, and we 
must admire the skill with which 
so unpromising material is utilized 
in the campaign for relaxation of 
credit-control. But can the argu- 
ments employed bear critical ex- 
amination? If what is wanted is 
credit expansion, then, if the Bank 
does re-lend the money transferred 


to it, the fact that it does reduce the 
“ratio’’ is of no importance what- 
ever: the Bank in that case wants 
the ratio to drop. Even if the Bank 
does not want the ratio to drop, 
but its policy actually makes it fall, 
then, again, if what is wanted is an 
adequate supply of credit, the policy 
adopted tends towards that end. 
But, of course, the major premise of 
the argument is itself questionable. 
Is it the prime concern of a Central 
Bank to ensure “an adequate yet 
not superfluous supply of credit for 
the maintenance of full business 
activity.” The looseness of the 
phraseology is significant, especially 
if taken in conjunction with the 
remarks made in the first part of 
the article in which the “ entire 
vatson d’étre of a central bank” is 
described as being “the duty to 
control the volume of credit and 
currency in circulation.” The prime 
concern of a Central Bank is, in fact, 
to maintain the parity of the currency, 
and this may be inconsistent with 
the “maintenance of full business 
activity.” It may be the duty of 
a Central Bank to strengthen the 
means by which it can resist an ex- 
pansion of credit inconsistent with 
parity of the local currency with 
gold, and it cannot then be attacked 
on the ground that the measures it 
chooses to adopt are likely to be 
successful in achieving this end, if 
this is desirable, provided that they 
would not prevent expansion if that 
appears desirable at some other 
point of time. The article in question 
itself proves that the transfer of 
accounts to the Central Bank ‘7s 
consistent with expansion, and it 
has not proved that contraction is 
at all times undesirable: the mere 
transfer as such is thus less important 
than the general policy into which 
it is designed to fit, being in itself, so 
far as policy is concerned, quite neutral. 
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A Comparison of Banking 
Methods 


N an address delivered before the 
I London members of the Institute of 

Chartered Accountants in March, 
Mr. F. A. Szarvasy, Chairman and 
Managing Director of the British, 
Foreign, and Colonial Corporation, 
gave a very interesting comparison of 
the banking systems of the world— 
the Continental, the American, and 
the British. Before referring to the 
differences which exist in these sys- 
tems, it may be useful to reflect why 
the divergences have arisen and a 
very brief reflection will provide the 
answer. Great Britain’s long period 
of ascendancy in international trade 
was largely responsible for London 
becoming the monetary centre of the 
world and, in order to fulfil this réle, 
the financial organization had to be 
adapted to meet the varied require- 
ments. For example, the widespread 
use of the sterling bill for the financing 
of international trade led, in course 
of time, to the establishment in 
London of the acceptance houses. 
Holders of accepted bills, however, 
often wished to convert the drafts 
into cash before maturity, and this 
need was satisfied by the organization 
of a highly-developed discount mar- 
ket. Again, Great Britain, by reason 
of its industrial development and its 
many other advantages, was for a long 
time the principal source of supply 
of long-term capital, and the various 
overseas loans which were constantly 
being raised in this country were an 
important factor in the establishment 
of the issuing houses. London’s out- 
standing position in international 
trade and finance was also respon- 
sible for the extensive development of 
the foreign exchange and _ bullion 
markets, and in these and various 
other ways it has also had a marked 
effect upon the currency and banking 
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structure. Further, the responsi- 
bilities undertaken by Great Britain 
as the centre of a vast Empire have 
not been without their influence, 
while the fact that this country is not 
contiguous with the Continent and, 
therefore, is less directly under the 
influence of Continental thought and 
ideas, may also have played a part 
even though a small one—in the 
individualistic evolution of British 
financial organization. The trading 
and financial conditions and needs of 
many of the Continental countries, 
though in many respects very dis- 
similar from those of Great Britain, 
particularly in that they are less under 
the influence of international factors, 
have between themselves had much 
in common, and this fact is reflected 
in the similarity of their financial 
organizations. In turn, it is not sur- 
prising that the American banking 
system should possess still different 
features. Development in the United 
States is much more recent than 
that of Great Britain and the Con- 
tinent and the financial organization, 
although commencing with the 
advantages of the experience gained 
by other countries, is comparatively 
young, only imperfectly developed, 
in a state of evolution, and subject 
to a very considerable amount of 
legislative control. 

These various reasons, though by no 
means exhaustive, are sufficient to 
explain the lack of uniformity in the 
main banking systems of the world. 
Mr. Szarvasy pointed out that “The 
chief point of difference between 
British and Continental banking may 
be generalized by the statement that 
in Britain, the principal emphasis 
is placed upon deposit banking and 
the necessity, above everything, of 
keeping in a liquid position, whereas 
the Continental system is more in the 
nature of industrial banking, the 
banks investing considerable funds 
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in industrial undertakings, arranging 
their finances and putting their own 
directors on the boards. Of course, 
British banks also finance industry, 
but they do not regard it as their duty 
to supply permanent capital. Loans 
and overdrafts are granted, but only 
for short periods; where such capital 
is required permanently, the bank 
expects its loans to be funded and 
repaid by means of a debenture or 
share issue, which brings in the issuing 
house as a specialized branch of 
banking. Not so on the Continent, 
where most of the big banks invest 
a considerable proportion of their 
capital in industrial undertakings, and 
themselves act as issuing houses to 
attract permanent money from their 
clientele and the public. . . So far 
as relates to the financing of the 
ordinary machinery of trade, the 
Continental banks rely almost wholly 
upon the central institutions. Imagine 
the Bank of England discounting 
ordinary traders’ bills of 4s. and up- 
wards, and you have the position of 
the Banque de France; raise that 
minimum to ros. and you have the 
German Reichsbank. These central 


banks cover the country, the 
Reichsbank, for example, having 
between four and five thousand 
branches.”’ 


A notable feature of the American 
system is the very large number of 
separate institutions, the incorperated 
banks other than mutual savings 
banks in the United States at the end 
of 1926 totalling 27,084. These 
banks, many of them very small, are 
established either under the laws of 
the individual States in which they 
operate or under National laws. 
Those operating under National laws 
are compelled to become members of 
the Federal Reserve System, but to 
the State banks, membership is 
optional. At the end of 1926, 7,906 
National banks and 1,354 State banks 
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and trust companies were in the 
System and, therefore, were subject 
to the obligations and entitled to the 
privileges which membership entails. 
One of the essential features of the 
Federal Reserve System is that the 
Federal Reserve Banks—the Central 
Banks of the country, twelve in 
number, and endowed with the right 
to issue Federal Reserve notes, sub- 
ject to the maintenance of a minimum 
ratio of 40 per cent. in gold against 
the notes and 35 per cent. against 
deposits—shall extend to each mem- 
ber bank such discounts, advance- 
ments, and accommodations as may 
be safely and reasonably made with 
due regard for the claims and demands 
of other member banks. Each mem- 
ber bank, if situated in a city where 
there is a Federal Reserve Bank head 
office, has to maintain with the latter 
a reserve of 13 per cent. of its demand 
deposits and 3 per cent. of its time 
deposits; in cities of another type, 
known as “reserve cities,” the per- 
centage is 10 and 3 respectively; and 
for other banks in the system it is 
reduced to 7 per cent. of demand 
deposits and 3 per cent. of time 
deposits. 

In conjunction with these and many 
other special features of the American 
banking system may be mentioned 
the fact that the floating resources of 
the American banks are used, to a 
large extent, in the financing of Stock 
Exchange loans, as the discount mar- 
ket is only very imperfectly developed, 
while the organization for the issuing 
and placing of long-term foreign loans 
is of comparatively recent growth and 
differs considerably from that existing 
in this country. 

Viewing the three main systems as 
a whole, it may be said that the out- 
standing feature of the British methods 
is the high degree of specialization. 
In both the American and Continental 
systems there is a tendency for the 
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same financial institutions to under- 
take a range of business which in this 
country would usually be divided 
among a number of houses specializing 
in the different types of transactions. 
The extent to which specialization has 
proceeded in this country is partly 
due to the fact that as Great Britain, 
for generations past, has been the 
leading financial centre of the world, 
the volume of any particular class of 
business has been sufficient to justify 
the formation of separate houses to 
deal with it. Moreover, specialization 
leads to greater efficiency, and the 
efficiency of the London market has 
helped to consolidate and extend the 
position of this country as a financial 
centre. 

Mr. Szarvasy, in his address, did not 
make the too common error of sup- 
posing that because systems differ one 
is necessarily better than the others. 
As a general rule it is safe to say that 
financial organizations develop in 
response to needs, and it is in the 
existence of different needs that 
differences in financial structures are 
to be sought. This highly important 
point is frequently overlooked. It is 
so often stated that Continental 
banking is more helpful than British 
banking, without any regard being 
paid to the fact that much of the work 
undertaken by the Continental banks 
is in this country conducted, not by 
banks, but by specialized houses. 
Moreover, in stressing the advantages 
of the Continental system, sight is 
often lost of the disadvantages. Simi- 
larly, references to the merits of the 
American system and its alleged 
superiority over British methods, are 
by no means uncommon. Mr. Szar- 
vasy stated that some American 
bankers claim that, by means of the 
Federal Reserve System, prosperity 
has been standardized, but exagger- 
ated statements are not confined to 
the other side of the Atlantic, for in 


this country many people are inclined 
to attribute to the Federal Reserve 
System a very large measure of the 
credit for the great increase in recent 
years in trading activity in the United 
States. Generalizations of this kind, 
however, are very dangerous. It 
cannot be too strongly emphasized 
that, at the most, monetary organiza- 
tion and policy are only contributory 
factors in the sum total of national 
prosperity. No doubt, under con- 
ditions of drastic inflation or deflation, 
they may be of outstanding import- 
ance, but in normal times of reason- 
able price stability, their consequences 
are frequently much less far-reaching 
than is often supposed. 

Prosperity in America can be traced 
to such influences as the great increase 
in the population in recent years, the 
introduction of labour-saving ma- 
chinery, the development of mass pro- 
duction, the wealth acquired during 
and since the war, the easy credit 
position resulting from the vast inflow 
of gold, the large-scale foreign invest- 
ments, the lower level, compared with 
many countries, of national taxation, 
and the unprecedented development 
of instalment buying. Other factors 
have contributed, and though, in the 
opinion of many qualified to judge, 
the Federal Reserve System has ren- 
dered considerable assistance, it must 
not be overlooked that the system 
has been subjected to very extensive 
criticism in the United States, and in 
numerous directions, at least from a 
British standpoint, is open to many 
objections. For example, the fact 
that the members of the Federal 
Reserve Board are appointed by the 
President of the United States by and 
with the advice and consent of the 
Senate, would be regarded in this 
country as introducing a_ political 
influence into financial affairs. Fur- 
ther, the differences between the 
State laws and the National laws 
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and the many legislative restrictions, 
have given rise to several anomalies 
and, in various directions, have ham- 
pered banking developments. There 
has, for example, been considerable 
dissatisfaction, owing to the unequal 
conditions existing between National 
and State banks, and acute dis- 
sension has occurred in regard to 
branch banking. An Act, recently 
passed, places the National banks in a 
better position than hitherto, in 
regard to the opening of branches, but 
branch banking in the United States, 
both for National and State banks, 
is still subject to very considerable 
restrictions, and in many States it is 
entirely prohibited. Further, the 
practice of compelling the members of 
the Federal Reserve System to main- 
tain stipulated reserves with the 
Federal Reserve banks would not be 
favourably regarded in this country, 
while the system of inspection to 
which the member banks have to 
submit, is also not without its dis- 
advantages. It should not be over- 
looked that, in spite of the consider- 
able measure of control and restric- 
tions to which American banks are 
subject, the failures among them 
are considerable. For example, the 
number of bank suspensions in 1926, 
including all classes of banks, was 
956, and, though most of them 
were small concerns, the aggregate 
total of their deposits was $285 mil- 
lion. Certain! weaknesses in the 
American system are indicated in the 
annual report of the Federal Reserve 
Board covering operations for the year 
1926. That report, in referring to 
bank failures, points out that one 
fundamental cause has been that 
in many communities, and especially 
in small communities, there were 
more banks than could profitably 
engage in the local banking business, 
and that many of these banks had 
insufficient capital. Some small banks 
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in small communities have found it 
difficult to make adequate earnings 
by conducting their business along 
strictly conservative lines, and have 
not been able to afford the expense of 
engaging skilful and experienced 
managers. Further, the condition of 
many banks in certain localities had, 
no doubt, been weakened for a num- 
ber of years by unsound loan and 
investment practices. 

These various facts are cited, not by 
way of criticism of the American 
system, the exact nature of which is, 
after all, a question entirely for the 
American people themselves, but to 
emphasize that the banking methods 
in the United States are not so perfect 
as is sometimes represented, often 
with very unfortunate results. In 
fact, it seems clear that many banking 
problems of considerable importance 
are likely to present themselves in the 
United States in the not distant 
future, and perhaps one of the weakest 
spots in Mr. Szarvasy’s illuminating 
address was when he stated that the 
American banking system, with its 
characteristic elasticity, is admirably 
suited to American conditions. 

There will, however, be considerable 
support for Mr. Szarvasy’s view that 
“to attempt to transfer the American 
or Continental banking system to this 
country, and vice versa, would only 
produce chaos; but that is not to say 
that one system has nothing to learn 
from another, and that certain modifi- 
cations, based upon the experience of 
others, may not be desirable. Bank- 
ing methods have not reached finality, 
and must adapt themselves to the 
ever-changing needs of that ever- 
changing manifestation of human 
activity comprehended under the term 
trade and industry. Whatever the 
influence of banking systems may be 
on the commercial and _ industrial 
development of a nation, it would be 
foolish to think that any method, 
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however perfect, could create per- 
manently good conditions, or that a 
bad system could stifle development 
for all time. A defective method will 
retard, and a proper system wiil ac- 
celerate, industrial and national well- 
being, but admittedly it can neither 
do more nor less.” 


Mr. Steele 


RANCIS STEELE was the 
} embodiment of the qualities 
which have made English bank 
officials respected throughout the 
world. In him gentleness of mind and 
character was allied with integrity, 
judgment, and industry. These quali- 
ties procured him the affection and 
esteem of all sorts and conditions of 
persons, in private society, in the 
Westminster Bank, and at the In- 
stitute of Bankers. Few men walked 
more humbly through life, fewer still 
were more unwearied in helping their 
fellows. In the race of life a number 
of his contemporaries surpassed him 
in ability and achievement, but none 
exceeded him in devotion to the best 
traditions of banking. 

Those who knew him publicly or 
privately will bear witness to his 
charm and vitality, and his earnest- 
ness in advancing the many good 
causes he had at heart. 

The pitiful tragedy of his death 
might pardon some profusion in 
describing his qualities and recording 
his services, but the cardinal qualities 
of truth and judgment, and the sense 
of perspective which tempered his life 
upon earth must govern all that is 
said of him now. His life, if beneath 
eminency, was far above mediocrity, 
and many will hold his memory in 
honour until the end. 

We in this place must record with 
gratitude the help and wise counsel 
which we received from this generous, 
warm-hearted man. 
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Industrial Combination 


N view of the widespread dis- 

cussion of syndicate, combine, 

merger and trust, Mr. Patrick 
Fitzgerald’s “‘ Industrial Combination 
in England” (Sir Isaac Pitman and 
Sons, Ltd., ros. 6d.) makes a special 
appeal. Mr. Fitzgerald urges that it is 
important to distinguish between the 
economies of large scale organization 
and those which are peculiar to 
monopoly or quasi-monopoly; in all 
industries there is probably a limit to 
economies arising from an increase in 
output. As regards the purchase of 
raw materials he finds that only a few of 
the trusts have considered it necessary 
to adopt this form of integration. 
The United States Steel Corporation, 
one of the largest of its kind, has 
found it better to allow many of its 
constituent firms to purchase supplies 
separately, an interesting point in the 
comprehensive problem of trust con- 
trol. In Great Britain the progress 
of the trust movement in efficiency 
is probably exposed to a good test 
in export trade. But Mr. Fitzgerald 
agrees with other recent writers in 
suggesting that it is impossible to 
determine whether the trusts are 
proportionately doing as much over 
seas trade as their constituent com- 
panies; the problem is aggravated 
by the establishment of factories 
abroad and by the uncertainty as to 
what the volume of export trade 
would have been under competitive 
conditions. | Much current political 
discussion suggests that the trusts 
or combinations have been uniformly 
successful; very nearly the opposite 
is true, for the United Alkali, the 
British Dyestuffs Corporation, the 
Salt Union and many others had very 
difficult years, and others knew 
plenty of hardship and loss before 
eventual prosperity. 
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The Bank of England and 
European Reconstruction 
By the Right Hon. Philip Snowden, M.P. 


be so little understanding of the great changes in 

the work and activities, one might almost add of the 
functions, of the Bank of England in the last decade. 

In those calm and peaceful days before the war, the 
Old Lady of Threadneedle Street lived a life of quiet 
and serene respectability, honoured for her virtue and 
probity, prim and austere as a Victorian maiden, the 
very embodiment in the eyes of bankers, financiers, and 
the general public of wealth and financial stability. ‘As 
sound as the Bank of England” expressed in a“phrase 
the popular view and opinion of this great national 
institution. 

There were no hard currency problems in those days; 
exchanges did not rise and fall like the tides in the Bay of 
Fundy ; the gold standard automatically worked through 
the operation of the Bank’s discount rate to regulate 
the balance of trade; there were no artificial restrictions 
to the minting of gold; the machine worked without 
dislocation and with a minimum of human control. 

There were no problems in those days of a floating 
debt of a thousand millions, or of raising loans of thou- 
sands of millions; no distractions about impending con- 
versions and no worries about regulating a huge fiduciary 
issue. A foreign loan came on to the London market 
from time to time, and caused a temporary excitement in 
the usually dull routine of the Bank’s operations. 

The Governors of the Bank were worthy merchants, 
who held office for two years, and in the intervals between 
transacting their own private business they gave some 
attention to the affairs of the Bank, whose principal 
work was done by the Treasury Committee—a sort of 
Cabinet of Directors—and by its high officials. 


ii is surprising that even among bankers there should 
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But all these things have changed. It has been said 
that the banks are now the arbiters of the financial 
destinies of the world. The Bank of England, under the 
direction of Mr. Montagu Norman, has been the instru- 
ment which has brought a bankrupt and commercially- 
ruined Europe from chaos to some measure of financial 
stability and commercial prosperity. 

It is sometimes complained that Mr. Norman is a 
dictator and an autocrat. It is said that he takes his 
own colleagues little into his confidence and secrets. 
It is certain that he never could have accomplished the 
work he has done for European reconstruction if he had 
not been left largely to act upon his own initiative and 
upon his own responsibility. He has been trusted by his 
colleagues, and his works have justified their trust. 

When Mr. Norman was elected Governor he effected 
a great but unseen revolution. He gave his whole time 
to the Governorship, he established relations with the 
heads of the central banks of the world—particularly 
with the Federal Reserve Bank of New York—and he 
gradually evolved a policy of co-operation between the 
central banks of the world for the reconstruction of 
Europe. 

In most of the new States no central bank existed, 
and through Mr. Norman’s efforts banks were set up on 
orthodox central banking principles; and in those coun- 
tries where the independence of the central bank had 
been disturbed by the convulsion of the war, or for other 
reasons, Mr. Norman bent the whole force of his mind to 
restore their full authority and independence. 

Mr. Norman has brought to his great task a unique 
combination of gifts. But the greatest of them all are 
his moral impulse and his wide international outlook. 
He never could have secured the trust and confidence of 
the heads of the foreign central banks and of the Govern- 
ments of foreign States if they had not been convinced 
of his high idealism and his disinterested motives. 

Mr. Norman is now on a great eminence, the head of a 
sort of financial League of Nations. European states- 
men have to court the Bank as well as the Government, 
and they find the Bank less pliable than the British 


Government. 
FF2 




















































378 THE BANKER 


His policy in regard to international loans for recon- 
struction has followed clearly-defined lines. The borrow- 
ing country must prove its determination to put and to 
keep its national finances in a sound condition. The loan 
must have conditions attached to it which will guarantee 
that it will be devoted to the declared purpose ; but these 
conditions have been inspired solely by economic con- 
siderations, and political motives have never influenced 
them. 

Mr. Norman has always believed that trade can only 
be conducted by obliterating international barriers, and 
he has opposed many attempts to attach conditions to 
loans issued in London, such as provisions that some 
proportion of the money should be spent in purchasing 
3ritish goods. 

For the first time in history a great financial institu- 
tion has departed from the mere routine of soulless 
finance and has become, under Mr. Norman’s vision and 
idealism, a world peacemaker and a succourer of the 
weaker nations. I believe that if he remains a few years 
longer as Governor of the Bank he will be able, through 
his great influence and’ the confidence reposed in him, to 
prevent the smaller nations of Europe from going to war 
with each other, so careful are his precautions against 
further disturbance of the economic structure of the 
Continent. 

Mr. Norman’s international work has not been per- 
mitted to interfere with his attention to the material 
interests of the Bank. The Bank is, therefore, in a singular 
position ; it is perhaps the greatest moral authority in 
the world, and at the same time a financial institution 
of impregnable stability. 

Mr. Norman’s persistent policy of deflation, aimed at 
establishing favourable conditions for the return to the 
gold standard, has been severely criticized in many 
quarters. The return to “normalcy” would, in any 
circumstances, have been accompanied by trade depres- 
sion. That is the price which has to be paid for a bout 
of debauchery. It may be that the process was too rapid ; 
but it will be conceded that, granting the aim was right, 
every possible safeguard was erected to guarantee the 
success of the step when it was finally taken. 
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Mr. Norman is not in the public eye. Unlike the 
chairmen of the great joint-stock banks he does not 
once a year fill a page of the daily newspapers with his 
views upon national finance, the burden of taxation, 
the incidence of local rating, the prospects of trade, the 
quantity theory of money, the principles of foreign ex- 
change, and every subject relevant and irrelevant to 
banking. . 

But Volume V of the evidence given before the Royal 
Commission on Indian Currency reveals Mr. Norman’s 
views upon a number of currency problems, and explains 
his policy in regard to Central Banks. He said :— 

When all the European currencies have been stabilized it may 
not be long before the banking resolutions approved by the Powers 
at the Genoa Conference come into play. A deliberate and concerted 
attempt will then be made by the Central Banks of Europe to prevent 
undue fluctuations in the future value of gold. 


He elaborated before this Commission his views upon 
the functions and ideals of the new Central Banks. He 
said the Central Bank should have the sole right of note 
issue; it should be the channel, and the sole channel, 
for the output and intake of legal tender-currency. It 
should be the holder of all the Government balances; 
the holder of all the reserves of the other banks and 
branches of banks in the country. It should be the 
agent, so to speak, through which the financial operations 
at home and abroad of the Government would be per- 
formed. It would further be the duty of a Central Bank 
to effect, so far as it could, suitable contraction and suit- 
able expansion, in addition to aiming generally at 
stability, and to maintain that stability within as well 
as without. When necessary it would be the ultimate 
source from which emergency credit might be obtained 
in the form of re-discounting approved bills, or advanced 
on approved short securities or Government paper. 

I now turn to a brief record of the Bank’s principal 
achievements in Europe during the last four years. 


Germany.—Towards the end of 1923, Dr. Schacht 
(now President of the Reichsbank) obtained the support 
of Mr. Norman for his idea of a gold re-discount bank. 
When the bank was founded in 1924, the Bank of England 
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granted it a large sterling credit. Throughout the 
Dawes Loan negotiations the Bank of England—that is, 
Mr. Norman—took the principal part in overcoming the 
many difficulties confronting the sponsors of the plan. 
President Schacht in his book on the stabilization of the 
mark states that the difficulties of the Dawes Loan would 
have been almost insuperable without the moral guidance 
of Mr. Norman. 

Of the truth of that statement I can speak with 
personal knowledge, as I was in daily touch with Mr. 
Norman during all these long and harassing negotiations. 
It would be impossible to put into words an adequate 
account of the service which Mr. Norman rendered, 
quietly and unknown to the public, in this matter, and 
of the efforts he made to secure the co-operation of the 
heads of the other Central Banks. Thus the Bank of 
England is mainly responsible for the reconstruction of 
the economic life of Germany, a reconstruction without 
parallel in history, both for its swiftness and success. 


Austria.—In June, 1923, the Bank of England issued 
the Austrian Reconstruction Loan. At a time when 
the prospects of the Loan were still uncertain, the Bank 
of England secretly intervened and took up the unwritten 
portion and saved the Loan, and saved Austria. This 
was a very remarkable exhibition of financial diplomacy. 
The Bank has also given great assistance to the Austrian 
private banks by accepting a generous composition for 
their heavy pre-war liabilities. 


Hungary.—Before 1924 the financial and economic 
situation in Hungary was almost desperate, but the 
intervention of the League of Nations and the Bank of 
England transformed the situation. The Bank gave the 
National Bank of Hungary (the new Central Bank of that 
State) a special advance of four millions sterling, on 
condition that the Hungarian crown was pegged in terms 
of sterling. One has only to glance at the national and 
industrial position of Hungary today to realize how great 
was the work done by the Bank in co-operation with the 
League of Nations. 


Greece.—In 1923 the Bank of England gave an advance 
of one million sterling to the Greek Government, and 
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its intervention throughout the subsequent negotiations 
alone made it possible for Greece to obtain fair terms for 
the Greek Refugee Loan. 


Belgium.—In 1926 the Bank of England took the 
leading part in the negotiations relating to the stabiliza- 
tion of the Belgian franc, and agreed to form part of the 
international consertium. The Governor of the Bank 
of Belgium has highly praised the Bank’s generous attitude 
in his book on the Belgian Stabilization published a few 
weeks ago. 


Holland.—The relations between the Bank of England 
and the Netherlands Bank have not been divulged, but 
there is no doubt that the Netherlands Bank collaborated 
with the Bank of England when the gold standard was 
introduced into Great Britain. This great act of inter- 
national courtesy was primarily due to Mr. Norman’s 
policy of personal friendship and co-operation between 
the heads of the great Central Banks. 


America.—The magnificent support given to Great 
Britain by the Federal Reserve Bank of New York 
owes much to the great friendship between Mr. Norman 
and Mr. Strong. In these days of immense impersonal 
businesses the comradeship of two great bankers in the 
beneficent work of international reconstruction is indeed 
remarkable. 

In using, as he has done, the great opportunities 
which his position as Governor of the Bank has provided 
to promote international goodwill, Mr. Norman has set 
an example to all who are engaged in commerce and 
finance of how chivalry and comradeship may be combined 
with business management. 


Banking Appointments 


Mr. R. M. Holland Martin has been appointed Chairman of 
the Committee of the London Clearing Bankers, and Mr. Reginald 
McKenna has been appointed Deputy-chairman. 

Mr. Henry Mond has been elected to the Board of Barclays 
Bank. 

Mr. Arthur Asquith and Mr. H. S. H. Guinness have been 
appointed directors of the National Discount Company. 
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Great Changes in American 


Banking 
By Henry Parker Willis 


Professov of Banking in Columbia University 


banking. Their general direction has been known 

for some time past, but more details than here- 
tofore have been furnished by the annual report of the 
Federal Reserve Board which has lately been made 
available. According to that document there has been 
a very decided decline in the volume of so-called eligible 
short-term paper held by the members of the Federal 
Reserve System, and this decline, of course, represents 
the measure of reduction in the technical ability of the 
Reserve System to assist its members through redis- 
counting. It appears that the total volume of eligible paper 
in the hands of member banks on June 30, 1926, was 
about $4,900,000,000, while in addition the banks held 
$2,850,000,000 of United States obligations which could 
be used as security for borrowing at the Reserve banks 
on collateral notes. This would make it appear that 
the aggregate amount of borrowing from the Reserve 
banks which is possible on the basis of present assets 
of members would be more than $7,500,000,000, assuming 
that conditions have not materially altered meanwhile. 
Certainly there is nothing in this to cause any fear of 
general inability to accommodate members, as the amount 
indicated is about ten times as large as the total bor- 
rowings from the Reserve banks at any time in the past 
five years, and more than two and a-half times as 
large as the total discounts when these were at their 
maximum in November, 1920. The main interest in the 
situation does not lie in immediate relationship between 
Reserve banks and their members, but is found in the 
tendency to a change in the character of bank assets 
which it reflects. Apparently the paper eligible for 
rediscount held by members has fallen, between the 
years 1918 and 1926, from 22°8 per cent. of total loans 
and investments to about 18:2 per cent., or approximately 
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one-fifth in amount. Naturally, the chief interest in 
the whole subject is found in the question whether this 
tendency is likely to be continued, or whether it repre- 
sents merely a sporadic change which has grown out of 
post-war readjustments in finance. As to this, a survey 
of the general portfolio situation affords information. 

* * * * * 

Such a scrutiny of member bank portfolios in the 
light of the figures which are now available, reveals two 
decidedly important facts. The first is a continuous 
growth of holdings of long-term securities and of loans on 
securities ; the second a shifting in the character of the 
deposits that are carried. In a certain sense, of course, 
one of these grows out of the other. If banks are actually 
increasing their long-term deposits (‘‘savings deposits’’), 
and decreasing their demand deposits, relatively speaking, 
it might be reasonable to expect a corresponding change 
in the nature of their assets, the tendency being to 
enlarge the amount of long-term assets carried behind 
time deposits. A few figures in this connection are rather 
enlightening. The Federal Reserve Board statistics 
show that, since 1922, net demand deposits in reporting 
member banks (a term which includes about 700 of the 
principal banks, located in roo leading cities throughout 
the United States) have grown about 27 per cent., while 
their time deposits have increased about 93 per cent., 
and the proportion of time deposits to the total of time 
and net demand deposits combined has increased from 
23 to 31 per cent. In so far as this growth represents 
simply a larger tendency to save, it is, of course, whole- 
some, but closer scrutiny shows that a very large element 
in it is not the result of increase in disposition to save, 
but is the fact that, under existing law, time deposits 
now require a reserve of only 3 per cent. as against the 
much larger reserve (7, 10, or 13 per cent. according to 
location) which is required against demand deposits. 
It is clear that savings or time deposits are growing much 
more rapidly, relatively speaking, than demand deposits, 
and that the conversion of bank assets into long-term or 
“investment’’ forms is proceeding at a rate that is even 
greater than that at which deposits are being converted 
from the short-term to the long-term form. In these 
circumstances the question how far the movement will 
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go, and what effects it is likely to have upon the general 
solvency and liquidity of American banks, is considerably 
greater than academic. In fact, it is already the subject 
of very widespread, even though quiet, discussion among 
influential bankers who are somewhat alarmed by the 
drift that is revealed in these most recent statistics. 

* * * * * 

Why should any such changes as these have developed 
so rapidly ? The answer to this question is approximateiy 
afforded by a general review of what has been happening 
in the United States since 1920. Enormous expansion 
in a few types of long-term investment has taken place. 
One is real estate, a second is instalment selling and 
trading, and a third is stock-market promotion and 
development. An enormous amount of bank funds have 
gone into each branch of business thus referred to; 
probably not less than $2,600, 000,000 (for all member 
banks) being involved in loans on real estate, about 
$3,000,000,000 in loans on instalment paper and about 
£5,500,000,000 on loans on collateral security, of which 
$3.248,000,000 is actually loaned to brokers in the 
New York district. None of the paper thus created is 
“eligible’”’ for rediscount, a fact which in itself would 
not necessarily cause any worry, because of the 
circumstance, already referred to, that so much that is 
actually eligible still remains in the hands of the banks. 
Nevertheless, the figures are highly significant as illus- 
trating the progressively more and more “frozen” 
character of the assets of the banks, and the fact that 
they are tending to go more and more freely into loans of 
types which in former times would not have been per- 
mitted to gain anything like as secure a foothold as 
they now have in the portfolios of well-managed in- 
stitutions. Scrutiny of the general conditions that have 
given rise to this state of affairs seems to lead back to 
the unwise provisions of the Federal Reserve Act, and of 
subsequent legislation, with respect to reserve percentages. 
The general percentage of reserve, previously required 
(15 and 25 per cent.), as will be recalled, was lowered by 
the Reserve Act (as amended, 7, 10, and 13 per cent.), but 
in addition the reduction of the reserve against time 
deposits to 3 per cent. has largely encouraged the shifting, 
which has already been described, of deposits from the 
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demand category to the time basis, it being left entirely 
to bankers to decide when or under what conditions they 
shall classify a given deposit as time or demand. 

* * ** * ** 

This shifting of deposits to the time basis is partly 
the outgrowth of competition among banks, the country 
being, as is well known, greatly ‘“over-banked.”” The 
offer of high rates of interest for deposits, and the effort 
of the several institutions to retain business as against 
the competitive efforts of other banks, naturally leads, in 
a good many cases, to the suggestion that a given cus- 
tomer shifts his funds over into the time category, thus 
allowing his banker to pay him interest on them without 
breaking the unwritten rule which exists among many of 
the larger institutions never to pay interest on demand 
deposit balances in any circumstances. Whatever ex- 
planation may be found for the situation, it is unmistak- 
ably true that in a good many parts of the country 
business men are carrying actual working capital as time 
deposits, shifting it whenever they feel a necessity for so 
doing to the demand basis, and thus enabling themselves 
to draw it out when desired by cheque, while as fast as 
they accumulate surplus balances that are not immedi- 
ately needed in the trade, they shift them to the time 
basis, not subject to cheque, and so enable themselves 
to draw interest correspondingly. Another factor which 
is subtler than this, but to which very great importance 
must doubtless be ascribed, is the influence of the Re- 
serve System itself. Many banks which formerly thought 
it necessary to keep themselves in liquid condition in 
order to be able to meet any probable pressure or strain 
are now disposed to fall back upon the theoretical pro- 
tection afforded to them by the Reserve System, in the 
belief that should danger threaten they would be able 
to rediscount with the Reserve banks. This, of course, 
is an opinion which may or may not turn out to be 
warranted by facts, as is illustrated by the circumstance 
that in 1926 fully 160 member banks of the Reserve 
System went into liquidation or failed, being unable, 
in most cases, to obtain any further accommodation 
from the Reserve institutions. Over-confidence in the 
possibilities of the Reserve System has thus proven a 
dangerous element in American banking, and may 
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easily produce results that are even more hazardous than 


heretofore. 
a a a a a 


Quite in line with the tendencies thus observable are 
some others that have received thus far less recognition. 
In general, the Reserve System has passed through three 
fairly well-marked stages in its twelve years of history. 
The first lasted about two and a-half years, and was 
largely experimental, being devoted to the solution of 
organization problems. Then, with the opening of 
American participation in the World War came a second 
period in which the activities of the now fully-organized 
Reserve System were devoted to war finance. This 
period lasted practically up to the turn of the tide when 
the great price recession of 1920 set in, or, roughly speak- 
ing, about three years. The third period then opened, 
and may be regarded as having continued up to a year 
or so ago, being devoted to post-war financing, with- 
drawal of funds from their earlier engagement in loans 
supported by Liberty Bonds, and general clearing-up 
after the war. A new period has now opened in which 
Reserve banks are undoubtedly endeavouring to divorce 
themselves more and more from local concerns in the 
several districts in which they are situated, and are 
tending to consolidate themselves more and more into a 
single central banking group, with the New York Bank 
as the practical head of the system. The movement has 
been considerably furthered by the fact that the Washing- 
ton administration has been opposed to the mainteriance 
of great powers in the hands of the Federal Reserve Board, 
and has apparently looked with greater favour upon the 
upbuilding of the powers of boards of directors of the 
several Reserve banks, and particularly to the Federal 
Reserve Bank of New York as the chief institution of the 
System, the others being treated, for the most part, as 
branches. Following out this conception of the System, 
whether consciously or unconsciously, not a few of the 
Reserve banks are now shifting their funds very largely 
to New York, keeping local rediscounts down to a mini- 
mum and transferring their spare funds to the New York 
market for investments in bankers’ acceptances, largely 
under the auspices or direct management of the Federal 
Reserve Bank of New York itself, which has for a long 
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time performed this investment function upon occasion 
for the other institutions in the System. 
* * * * * 

One outgrowth of these conditions is largely to 
accelerate the flow of bank funds into the stock market. 
This does not mean, of course, that Reserve banks lend 
directly in the stock market. That they are forbidden to 
do by both law and custom. It merely means that the 
present tendency is toward the renewal of the policy of 
concentrating funds in the New York market, and that 
this tendency is aggravated by local conditions at many 
places throughout the country. So far as the Reserve 
banks themselves are concerned, they actually have out- 
standing at the present moment a decidedly smaller 
volume of credit than they have had for two years or so 
past. If there were to be a general breakdown of bank 
credit in any one of the Reserve districts, the local Reserve 
bank would undoubtedly be in excellent position to meet 
demand for rediscounting by drawing on its own funds 
held for investment in the New York market, or by 
borrowing from other Reserve banks. The present con- 
ditions, however, do not foreshadow any such general 
breakdown. Instead of that there has set in an era of in- 
dividual bank collapse, illustrated by the fact that during 
the year 1926 no fewer than 956 institutions of all classes 
and sizes were closed or went into the receivers’ hands. 
Some, of course, were restored to solvency after a period, 
and were reopened; but the mortality remained very 
high, and, unfortunately, preliminary figures for 1927 
thus far seem to warrant a belief that nothing has as yet 
been done towards checking the failure epidemic. The 
present policy of the System is evidently to inculcate the 
idea of self-protection or self-help on the part of the 
smaller banks by compelling them more and more to take 
care of themselves except in time of special strain, and 
suffer the consequences of their own mistakes, if any, as 
a great many of them have already had to do. True, as 
already remarked, of the 956 which failed last year more 
than two-thirds were non-members of the System, but 
these small non-member banks are obliged to accept 
the operating conditions that are established for them 
through the operation of the System. They may or may 
not take membership in, and may or may not agree with 
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what is being done by it, but it none the less conditions 
their business life. 
* * * * * 

It is a striking fact that just at a time when the rank 
and file of American banks are thus disposed to place 
themselves in a rather less liquid condition, the banking 
system as a whole should be assuming relationships which 
may at any moment subject it to more severe strain. 
During the past few months there has been a decided 
growth in the amount of foreign funds left on deposit 
in this market. Balances here have been developed 
both by foreign industrial corporations and by commercial 
banks, and to some extent by both European and South 
American central banks. The Federal Reserve Board, 
in the current report to which reference has already been 
made, calls attention to this fact, and remarks that these 
foreign interests are “‘in many instances authorized by 
law to keep a portion of their reserves in the form of 
foreign exchange in countries with stable currencies.”’ 
The Board does not comment upon the fact, yet such of 
course it is, that there is nothing to compel these foreign 
interests to keep their funds in any particular country. 
They are, therefore, at liberty to place them here or 
elsewhere as they see fit, and should conditions shape 
themselves in such a way as to make it desirable to move 
these funds to some other market where stable currency 
conditions exist, such a shift would doubtless take place. 
If the balances were to be withdrawn in gold, “ the 
demand for the gold . . . would promptly reach Federal 
Reserve Banks as the only holders of gold in any con- 
siderable amount. . . . The existence in America,” 
remarks the Board, “‘of these foreign balances con- 
sequently presents a condition in the banking situation 
to be taken into account in determining the Federal 
Reserve System’s credit policy with a view to maintaining 
the country’s banking system in a position to meet 
demands for gold from abroad without disturbing business 
and credit conditions in this country.’”’ Exactly what 
credit policy such a situation enjoins upon the Reserve 
banks is not made clear, but the situation in the com- 
mercial banks, to which reference has already been made 
obviously means that they cannot be expected to act 
as a buffer in the event of any such foreign demand 
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making its appearance, so that the Reserve System is 
being gradually placed in a position in which it must be 
prepared to withstand sudden calls both from foreign 
and domestic sources. 
* * * ok * 

Naturally, these conditions lend particular interest 
to the actual position of the Reserve banks themselves. 
The great accumulations which have been made during 
past years have been added to within the past two or 
three months, and are still being enlarged somewhat, 
so that at the opening of April, the System reports 
actual gold on hand to the amount of $3,000,000,000, 
while the volume of credit outstanding is reduced to the 
extent that member banks have cancelled their redis- 
counts by paying gold into Reserve banks as it has been 
transmitted to them from abroad. In consequence, 
Reserve banks, superficially viewed, present a decidedly 
strong position, with a vast lending power which could 
be called into play if required. Actually, the situation 
of the System is not as satisfactory as it seems, partly 
due to administrative conditions within it. Business 
interests are by no means satisfied with the status of 
affairs, nor do they, on the whole, believe that the present 
position is one which is likely to maintain itself indefinitely. 
Perhaps because of a belief of this sort, the United States 
Chamber of Commerce a few weeks ago instituted an 
extended inquiry into the conditions underlying the 
Reserve System, and is at present engaged in prosecuting 
detailed inquiries with regard to the actual working of 
intra-system methods. It has a corps of experts at work 
in Washington, and is conducting a fairly extensive 
correspondence with both bankers and business leaders 
in different parts of the country. Some of these inquiries 
relate to matters of purely organization nature, such as 
the functions of the Board itself, the relationship between 
the Board and the local boards of directors of the several 
Reserve banks, the duties of the Federal Advisory Council 
and other matters of like sort. But the inquiry is also 
taking a broader scope, and is including such questions 
as the technique of rediscount practice, the problem of 
reserve percentages, the question whether the compulsory 
keeping of reserves is necessary or desirable, and the 
question whether compulsory membership in the System 
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is altogether to be commended. There is no intimation, 
thus far, as to the probable conclusions to be arrived at, 
but it is believed that they will be available prior to the 
meeting of the next session of Congress, which, pre- 
sumably, will not occur until the usual date in December 
next. 
* * * * * 

Many have supposed that the passage of the so-called 
McFadden Act, amending the national banking law and 
the Federal Reserve Act, during the past session of 
Congress practically ended discussion about banking 
conditions for some time to come. As things are now 
shaping themselves, this conclusion appears to be hardly 
warranted. During the February debate in Congress, 
partial pledges were given by legislative managers to the 
effect that if the proposed measure were sent to the 
statute books there would be no undue obstruction or 
resistance to effort on the part of members to secure the 
consideration of Bills designed to change the Federal 
Reserve Act, should it still be desired to originate such 
measures in the new Congress. Already some influential 
men in the Upper Chamber state their intention of calling 
for further inquiry into the general banking situation, 
and of demanding consideration of the Federal Reserve 
Act in some of its essential aspects. Should they do so, 
it would probably prove impossible to prevent a broad 
banking debate from developing. It will be remembered 
that, during the war, various amendments were introduced 
into the Act for the purpose of making credit expansion 
easier with a view to facilitating the raising of war loans. 
Among these was a fundamental change in the note-issue 
plan, and at the time this was accompanied by a practical 
agreement that, as soon as the war was over, the amend- 
ments should be repealed, and the Act restored to its 
original condition. No such step has been taken, and 
some careful students of banking conditions are very 
desirous that it should be dealt with at an early date as 
they believe that the present note-issue method tends 
toward inflationary practices. Several other changes 
of importance were made at the time, and while none has 
been of the same significance as the alteration of note- 
issue, experience has shown that few if any of the 
war amendments have been beneficial, while post-war 
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developments have demonstrated the need of new 
provisions on a number of points. There is thus some 
reason to expect effort to bring about early modification 
of the law on a large scale. 
* * * a * 

One phase of the present situation which seems 
likely to further the amendment of our whole body of 
banking enactments is seen in the land situation. Con- 
gress did not pass at the recent session the Act requested 
by the Secretary of the Treasury giving him the power 
of inspecting land mortgage banks. In fact the measure 
never emerged from committee. Since the closing of 
Congress on March 4 new developments have, however, 
appeared in the banking situation, and conditions have 
gone from bad to worse in certain parts of the country. 
It would now seem that a general breakdown of land 
credit impends in certain regions. Hundreds of millions 
of dollars of mortgages are undoubtedly in default and 
on the point of foreclosure. The impending danger has 
been discussed in financial circles for some months past, 
but conditions have now reached a stage in which it 
would seem to be quite out of the question to keep the 
facts in the background very much longer. Secretary 
Mellon did not refer to them in any open way in his 
demand for legislation, but it was well known that they 
constituted his real reason for greater powers over land 
banks. One primary factor in the case is thought to be 
relative lack of strength on the part of the Land Mortgage 
Bank Board in the Treasury Department, and it is reliably 
indicated that some reorganization of this Board and 
strengthening of its policies will be unavoidable. The 
subject is before the President at the present moment, 
and has been discussed with a view to finding some way 
out of the existing embarrassment. Whatever is done 
must, of course, be planned with a view to sustaining 
existing land credit, and of preventing any sudden 
collapse of the outstanding structure of mortgages. 
More conservative policies for the future must further- 
more be adopted. All this makes a delicate state of 
things, financially speaking, although apparently not one 
which is likely to render commercial banking conditions 
more hazardous than has recently been the case in the 
farming portions of the country. 
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The World Crisis 
By Joseph Caillaux 


having sent him the acknowledgment required by 

polite custom for his kindness in sending me his 
volumes on ‘‘ The World Crisis ’’* had I not thought (as I 
still think) that the best way to express my gratitude 
was to try to write a few pages of appreciation of his 
magnificent work. 

I can find no better phrase to describe this book, nor 
will I add anything to it for the present. 

I do not wish to loiter along beaten paths. I would 
rather make an incursion into the realm of general 
ideas, a course which will enable me to set down a few 
recollections, and at the same time to fit the personality 
of the Chancellor of the Exchequer into the general plan 
of his work. 

I will begin with a confession. What perhaps most 
passionately attracted me in this book is that at every 
moment I find myself in agreement with the author. 
The ideas which he expounds or adumbrates regarding 
the preparation and the conduct of the war I share in 
almost every particular. 

Mr. Churchill judges rightly when he praises the 
views of General Michel, who was appointed to the 
command of the French armies in 1911. The General 
who developed these ideas, unfortunately did not possess 
the necessary gifts to make them prevail; and this was 
very clear-sightedly discerned by the author of ‘‘ The 
World Crisis.”” He might have added that General Michel, 
when resisting the thesis of the offensive d@ outrance 
which was favoured at the time by a part of the French 
army—a difficult theory to combat in a country where 
the innate taste for rash enterprises always inclines 
people to forget Cressy and Agincourt—ought to have 
gone about it gently, seeking support for his views, 
conferring and discussing with his peers. He com- 
pletely neglected that labour of preparation which is 
indispensable to ensure the success of an idea, whatever 
it may be. I was at the head of the Government when 


*“The World Crisis.” By the Right Hon. Winston S. Churchill. 
(Thornton Butterworth.) 
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he had to retire. It was necessary to replace him, despite 
his high qualities, to which I was the first to pay homage. 
He had lost all authority. Had he ever had any ? 

Who should be appointed in his stead ? General Pau 
was very soon set aside. Two names were in the balance : 
Joffre and Gallieni. The War Minister may have had a 
preference for General Joffre, while the Prime Minister 
inclined to the selection of General Gallieni. It may 
not have been without some difficulty that the War 
Minister prevailed. He, no doubt, succeeded only by 
representing that General Gallieni, coming as he did 
from the colonial army, had first to win the full confi- 
dence of the home army, always inclined to fear the intru- 
sion into its cadres and methods of men who have com- 
manded, and applied tactics beyond the seas. M. Messimy 
probably added that the former Governor of Madagascar, 
being near the date of superannuation, would not 
have the necessary time to put his own imprint on 
the military institution, and that a better choice was 
General Joffre, relying upon the assistance of General de 
Castelnau and General Dubail. 

These arguments were sound. The writer of these 
lines had all the less reason to impose upon the War 
Minister, who, after all, was responsible for the national 
defence, a choice which he felt that the full adhesion of 
his fellow-minister would not be freely given, as nothing 
could make one suppose that, within a short time, a 
complete reversal would intervene in the plans of 
operations in case of war. The military conversations 
which took place during the whole period of tension 
following upon the Agadir incident, on the contrary, 
maintained in the minds of the men in the Government, 
who followed these talks, the conviction that the French 
General Staff expected the invasion of Belgium by Ger- 
many as soon as war was declared, and that they were 
taking their dispositions in consequence. 

How is it possible that in 1912 and 1913 Plan 17 was 
set up, of which one can never speak with too 
much severity ? Does the responsibility for it rest solely 
on the military chiefs? Must it not be shared by the 
statesmen ? 

Here I meet with one of the gravest questions which 
arises in the direction of human affairs. What must be 
the respective parts and authority of politicians and 


military leaders ? 
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Most people will maintain that, once war is declared, 
once the ¢umultus has been proclaimed, as they said in 
ancient Rome, the right to command must belong to the 
military leaders exclusively, that to them must be given 
every latitude for the application of the plans which they 
alone shall have conceived in times of peace, the rdle of 
the men who govern being limited to supplying (taking 
this word in its widest sense) the fighting men. 

So be it; but this is nothing less than instituting 
what we have called in France the “monarchy of war,” 
and it means allowing servilely the execution of Plan 17; 
it amounts to permitting, after the victories of the 
Marne and the Yser were won, once the fronts were 
stabilized, the indefinite repetition of frontal attacks; 
it implies the exclusion of all operations on the secondary 
theatres of war, should they be unacceptable to the 
military chiefs. 

“We are nibbling at the enemy,” so they used to say 
a few years ago in the higher military spheres, when it 
was attempted to justify the onslaughts against barbed- 
wire defences. Winston Churchill shows us, with an 
impressive display of figures, that it really was the 
enemy who nibbled at us, and that in the course of these 
repeated attacks two Frenchmen were killed to one 
German, and three British to two Germans. 

That was indeed a fine result! Where should we have 
been led by this frenzy in dashing our heads against a 
wall, if, by a lucky chance, the “monarchy of war’’ had 
not exerted even greater havoc among our enemies than 
amongst ourselves ? 

The author of ‘The World Crisis”’ exposes the mis- 
takes, some of which were colossal, such as the invasion of 
Belgium, the submarine war in 1917, the attempts to 
smash the front in 1918, which were imposed by the will 
of the German generals upon the various governments 
of the Reich, who showed themselves thorough supporters 
of the tradition of infinite docility to military dictators. 

Then, after all, some people will say, things turned 
to our advantage ! . 

Yes, that is so, because the errors of our opponents 
were greater than our own. But when, in the light of 
events, it is perceived that Germany succumbed because, 
according to that profoundly true remark of Mirabeau 
concerning Prussia—and did not Prussia devour Ger- 
many ?—‘she showed herself to be not a nation but an 
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army.” It is possible to gauge what we should have 
gained if we, the liberal peoples of Western Europe, 
had, by maintaining the sovereignty of the State, proved 
that we were nations and not armies. 

In the State, as it must be understood not only by 
democrats but by all who are imbued with the high 
traditions of government, the power emanating from the 
nation, whatever its form, must command all who serve 
the country, and, being responsible to the citizens, it 
must delegate only the execution of details, never the 
conception of vital policy. 

Let me illustrate this with a few general observations. 

It is the duty of a Government to keep itself con- 
stantly informed of the great plans of operations thought 
out by the military chiefs, as well as of any modifications 
which may be brought thereto. Duty compels it to 
discuss them in the light of its own information, and to 
require that they should fit into the rhythm of its policy. 
Having the nation in charge, the Government must not 
hesitate, once war has come, to control and limit 
offensives that are wasteful in human lives, just as it 
must require, in spite of any opposition with which it 
may meet, that certain operations of which it under- 
stands and can alone understand, the political usefulness, 
should be attempted on the secondary theatres of war, 
and surrounded with every condition of success. 

In short, it is the duty of governments to lead in 
war as well as in peace. 

I agree that this formula is somewhat awkward to 
translate into practice. It is a delicate matter to draw 
the line of demarcation between what must belong to 
the military chiefs and what must remain the control 
of members of governments. It is much easier, of course, 
since it frees you from all responsibility, to give up 
everything and to allow the “monarchy of war”’ a free 
hand, fondly imagining and trying to make people 
believe that a Napoleon is in command. 

Napoleon was an accident in history, and one about 
which a great deal might be said! Furthermore, am I 
going too far in stating that not one leader of the size 
of the conqueror of Austerlitz or Jena revealed himself 
during the World War, any more on the side of the 
Central Empires, very luckily, than on our own ? 

The author of ‘‘ The World Crisis ’’ understands this. 
He also understands that it is not possible to require 
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military leaders to repeat the campaign of 1806. He 
brings therefore a delicate grace to the reservations 
which he expresses about some of them. Whether 
dealing with Kitchener, or Joffre, or Robertson, his 
criticisms are tempered with praise, he pays each one a 
just tribute, and repeatedly proclaims that everyone of 
them worked with all his might. And he is quite right. 
It is not the fault of the generals after all if the govern- 
ments, anxious for their own preservation, unloaded a 
part of their task on the shoulders of military chiefs 
who were not made to bear the full weight of the burden. 

I shall now close these books. I shall pass over all 
those episodes, so exciting to read, concerning the battle 
of Jutland, the various offensives on the soil of our poor 
provinces, the whole great film of heroism and wretched- 
ness which the genius of the writer unrolls before our 
eyes. I shall dwell on the last sentence of the four 
volumes : , 

“Is this the end? Is it to be merely a chapter in a 
cruel and senseless story? Will a new generation in 
their turn be immolated to square the black accounts 
of Teuton and Gaul? Will our children bleed and 
gasp again in devastated lands? Or will there spring 
from the very fires of conflict that reconciliation of the 
three giant combatants, which would unite their genius 
and secure to each in safety and freedom a share in 
rebuilding the glory of Europe ?”’ 

And here I recall a dinner to which I was invited by 
Winston Churchill, almost two years ago, in Downing 
Street, when we, the few statesmen assembled there, 
agreed to work with all our might for this rebuilding of 
Europe, which the author of ‘‘ The World Crisis” pleads 
for at the end of his book. 

At the same time I should like to recall the friendly 
discussions which took place in 1925 between the I*inance 
Minister of France and the Chancellor of the Exchequer. 
I can see the latter in his library, pacing up and down 
with great strides, stopping to light a cigar, or to take 
up a paper at which he did not look, interrupting a 
financial report with trenchant observations, expressed 
in a staccato way on the past, the present, the war, the 
peace, the future of Europe. 

The whole man is there in his story. The words race 
along, they fly, they are as alive as himself, and they 
crystallize into brilliant, often the profoundest views. 
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Here is one last example, to which I should be sorry 
not to refer in passing. 

The author observes somewhere that, when studying 
the war policy of the French, one was struck more par- 
ticularly by its extreme complexity. He shows how 
many were those who had a hand in it, and how com- 
plicated their mutual relationships. He records the speed, 
and at the same time the ease, with which the successive 
arrangements and disarrangements were carried out. 

“The prevailing impression,”’ he writes, “is that of 
a swarm of bees, all buzzing together, and yet each bee 

or nearly every bee—with a perfectly clear idea of 
what has got to be done in the practical interests of 
the hive.” 

How interesting is this passing remark, my dear 
Mr. Churchill, and how beautiful the simile! But do 
you know that, while you thought that you were de- 
scribing only the war policy of the French, you expressed 
there the whole of France ? 

The swarm of bees with its scattered activities, its 
occasional waste of effort, its superfluities, but also with 
its constant hum of work, its fever of labour, that is the 
French nation. 

Whosoever beareth in mind this image, so happily 
described by your pen, will understand how it is that 
France has always overcome bad fortune, not only by 
reason of her qualities, but, however paradoxical this 
may appear, by reason of her defects, which often 
weaken her and are the cause of heavy trials, but which 
enable her to bring forth those fecund improvisations 
by which her friends are surprised and her enemies 
thunderstruck. 

I am now tempted to pay you a very great com- 
pliment, and I hope you will not resent too much my 
way of expressing it. I have read English writers to 
some extent, and it is almost among the _ very 
greatest of them (I shall quote no names beside your 
own, lest you should accuse me of descending to flattery) 
that I have found such keen perspicacity, such a delicate 
intuition of the characteristics of my Gallic race. 

Make no protest. I will only allow you to believe 
that the deep and affectionate esteem which I learned 
to feel for you in the course of our discussions—I will 
not say, our disputes—may have thwarted my sense of 
objectivity. 
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Banking Difficulties in Japan 


URING the last few years the Japanese Govern- 
ment has formulated comprehensive schemes of 
banking reform, but owing to various difficulties 

it has not been able to apply them on a large scale. But 
many admirable reforms have been effected, such as the 
amalgamation of a number of local banks, the suspension 
or winding-up of nearly two hundred small credit 
associations, savings banks, and small finance houses 
trading in doubtful securities. These reforms met with 
considerable opposition, but the present banking crisis 
proves the urgent need for stricter banking control. 
The present difficulties are the result of the freezing of 
assets caused by the earthquake of 1923, and the failure 
of the crazily constructed Suzuki Company which owed 
over thirty million pounds to the Bank of Taiwan— 
slightly more than a third of the bank’s total assets. 
It will be remembered that the bank was involved in 
great difficulties in 1920, and in 1925 had to write down 
its capital by 25 per cent. The disclosure of its advances 
to the Suzuki Company led to a run upon the bank 
which promptly applied for Government assistance. 
The Government agreed to give unconditional help 
through the Bank of Japan, but since Parliament was 
not in session it was necessary for the Cabinet to obtain 
the sanction of the Privy Council. The Privy Council 
declined to approve the Cabinet’s policy; perhaps for 
the reason that only two years had passed since the 
Bank of Taiwan obtained Government assistance, and 
if further assistance was given, the precedent of relieving 
a private business from its difficulties must lead to grave 
consequences to the State. The Cabinet, therefore, 
resigned and a new Ministry was formed with Baron 
Tanaka as Prime Minister, and Mr. Takahashi, a former 
Governor of the Bank of Japan and President of the 
Yokohama Specie Bank, as Minister of Finance. The 
new Cabinet made it clear from the outset that it would 
give no support to banks of doubtful solvency. But it 
approved the policy of the Bank of Japan in making 
advances to any bank producing adequate security. 
By proclaiming a moratorium and announcing that it 
has devised thorough-going methods to alleviate the 
financial situation the Government has somewhat 
assuaged the public nervousness, 
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If the troubles through which Japan is passing 
facilitate banking reform much will have been achieved. 
Japanese banks may be classified into two sections : 
(1) Banks formed under special banking laws, which 
have specific objects and functions, and (2) banks 
formed under general banking laws for facilitating the 
general circulation of capital. The Bank of Japan as 
the central bank is the most powerful institution in 
the first section. Conducted on orthodox central bank- 
ing principles, its management has been animated by 
a spirit of broad statesmanship and an efficiency 
unsurpassed by the mest eminent and long-established 
central banks of the world. Other important banks 
in this section include the Central Bank for Agri- 
culture (Nippon Kwangho Ginko) and the Industrial 
Bank of Japan (Nippon Kogyo Ginko), which specializes 
in financing industry and importing foreign capital. 
There are numerous agricultural and industrial banks in 
various parts of the country which discharge useful local 
functions, and are closely connected with the central 
banks for agriculture and industry. The foreign trade 
of Japan is excellently served by the Yokohama Specie 
Bank and other powerful banks. Colonial financing 
is mainly undertaken by the Hokiado Colonial Bank, the 
Bank of Taiwan, and the Bank of Chosen. Section 2 
consists of banks established under general Bank Acts, 
who conduct a general banking business of the same 
type as most of the joint-stock banks in England and 
the Dominions. Many of these banks, such as the 
Sumitomo Bank, the Mitsui Bank, and the Mitsubishi 
Bank, have branches abroad, and do a large foreign 
exchange business. 

The main reforms necessary in Japanese banking are 
provided for in the regulations prepared by the Wakatsuki 
Cabinet. Many of these regulations are extremely 
rigorous, but as the banks are the trustees of the savings 
of Japanese citizens, no precautions can be too complete 
to prevent peculation or reckless management. A bold 
policy of amalgamation must be introduced as the 
resources of many of the smaller banks are too slender 
to enable them to weather the slightest storm. 

Some Japanese bankers have endeavoured to combine 
the principles upon which English banks areconducted with 
those which obtain among Continental banks ; but such a 
combination of contradictory principles is as impractical 
as it is ingenious, and can only lead to disaster. 
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The Banker’s Clerk Has His Day 
By R. H. Mottram 


remote, but that it must have been so unspectacu- 

lar that no one thought it worth recording. At 
what precise date those early bankers who first began 
to keep “‘ Running Cashes ”’ were aided by a clerk whose 
sole duty it was to enter up the amounts paid or received, 
no one can say. Probably there was no precise date. 
The private banker, as late as Samuel Rogers’ time, 
worked as a clerk before he became a partner, and even 
after that date was not above making an entry in the 
books. Right up to the first decade of the twentieth 
century there were, in remote places, bank “ Agents,” 
who were the local grocer or draper at the counter, and 
the local banker who kept all the books in a sort of 
cupboard at the back of the shop. Yet at some time 
during the eighteenth century there did crystallize out, 
in the houses of those merchants who were beginning to 
be bankers, a new class, distinguished by the ability to 
write from the mere workman, and from his master 
by an attitude not unlike a butler’s. The first well- 
known one, in fiction rather than in history, is Mr. 
Lorry of Tellsons. By the time Dickens came to use 
such a character the crystallization was complete. 
Before Mr. Lorry there had been one or two attempts 
to put the banker’s clerk into uniform. But with the 
nineteenth century there set in the age of gentility, and 
for better or worse, the banker’s clerk became a gentleman 
rather than a man. Thus it came to be that insurance 
or mercantile clerks are paid and regarded for their skill 
with figures or in keeping books. The banker’s clerk 
for his shut mouth and non-pilfering fingers is paid on a 
scale that may not range so high, but has a higher average. 
As the catechism has it, he keeps his fingers from picking 
and stealing and his mouth from speaking guile. Pro- 
fessing qualities of the heart rather than the head, there 
has gathered about him an odour, if not of sanctity at 
least of decorum. 


: : IS origin is lost in antiquity. Not that it is so 
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So he fared until those fatal nineties, when “ la veille 
Angleterre,” as Anatole France called her, found her 
success going to her head so much, and inducing that 
vertigo of change from which she has not yet escaped. 
The banker’s clerk was ill-fitted to withstand the new 
influence that bore upon him. The specialization and 
centralization that were the inevitable result of the new 
age turned him by the hundred into secretary or steno- 
grapher, card indexer or machine tender, and sorter of 
specially coloured slips into some particular pigeon-hole. 
In London, above all, you will now look in vain for Mr. 
Lorry. Some say it is because he gets up too early and 
travels too far. Others that the fact, discovered during 
the war, that the sort of work he is called upon to do in 
London can be done just as well—is done, in fact, often 
enough—by girls, has detracted from the prosperous 
security that used to be his. But it may simply be that, 
just as in war time, the least warlike of the army was 
always to be found at Army Headquarters, so those least 
typical of banking fill head offices. Nor can Suburbia 
furnish his true type, for it is a place where people always 
want to be somewhere else. However, in the provinces 
there still remains a position that many envy and very 
few can hold, the unchallengeable certainty and comfort 
of being “ in the bank.” 

In the market town you can tell the banker’s clerk 
by the way the day begins. The shops will be open, the 
business of the day begun as he passes along from his 
little house on the fringe of the town. The boots of the 
“ King’s Head,” the sexton at the lych gate will nod 
to him as he goes. He may even have an appointment 
to make before, in inverse order of seniority, he enters 
the side door of that building which, by its size, and a 
certain dignified ugliness, shows not only its independence, 
but the dependence of the rest of the town upon it. 
He must needs be there before the door opens because the 
postman has already left a bulky envelope post-marked 
London, and this must be opened and sorted before the 
day’s work begins to flow in at the counter. Full of 
country air, and well breakfasted, he falls to his task, 
and is well on with it before the sonorous opening of the 
solid baize-covered door allows a certain homely atmo- 
sphere of thick middle class comfort to mingle with the 
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old leather and brass, the ink and blotting-paper air of 
the office. It is the manager who brings with him, from 
the Bank House, a sense of thick carpets, and good coffee, 
of authority and a certain English good nature. He is 
not there to skin the public nor to drive his clerks. He 
takes the letters that are not mere routine forms and, 
giving everyone good-morning, retires to his “‘ sweating 
room,’ a blue-painted chamber decorated with an enor- 
mous insurance advertisement and a copy of the last 
balance sheet of the bank. 

Now, as the church clock hesitates upon the stroke 
of ten, the messenger, who has been polishing the 
brasses of door-handle or cash-scoop, unbolts and 
throws open the main door, and the business of the day 
has begun. 

Everyone who has worked in a bank in a market 
town knows that there is a rhythm in the day’s work, 
the week’s progress. Monday morning is the morning 
of the shopkeeper who takes money from wage-earners 
late on Saturday night, long after the bank is closed. 
It is, therefore, the hour of taking in of silver, much 
conversation and occasional expostulation. 

“Look here, Mr. Briggs, this silver of yours. How 
on earth am I to give it out again? Here’s a great piece 
of bacon fat on the back of half a crown.” 

“Well, what do you expect, young man, out of a 
butcher’s shop ? Turkish delight ?”’ and so on. 

The itinerant coal merchant and the baker are also 
offenders, leaving a trail of grime or flour, which the 
cashier indignantly calls on the messenger to expunge. 
This nuisance, however, is decreasing. As the small, 
worried, and helpless trader is ousted by the big store, 
better order prevails, the cash is better (and more ac- 
curately) kept. But another nuisance has arisen, more 
especially since the war, the presence of large quantities 
of depreciated silver brought back by British troops 
from all parts of the world. Canadian 25 cents do not 
matter so much, even Australian and South African 
shillings only involve a loss of twopence, but when it 
comes to francs, piastres, etc., at a penny, the matter is 
more serious. Yet what can the cashier do? Here is 
the manager of the Amalgamated Works with a handful 
of these tokens. 
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“Look here, our people say they got these from us on 
Friday in their wages. If so, we had ’em from you. 
What are y’going to do about it ?” 

The cashier, not wishing to quarrel with the Amal- 
gamated, and deeply aware that in the hurry of Friday 
he only weighed instead of counting that last fifty of 
bulk silver, takes them with a groan. They will deplete 
the “posh”’ or lucky bag that every good cashier keeps 
for such emergencies, and he will be able to dispose of 
them only to the Foreign Branch at some ridiculous 
figure. Dinner-time comes, and to his midday meal, 
which, in his persistent effort toward gentility he calls 
his lunch, the banker’s clerk will go. His wife (or land- 
lady) will be busy with her laundry, and anywhere north 
of London she may very likely be baking. This is the 
sort of day on which he will get beef-and-kidney pudding, 
and be admonished on account of the number of buttons 
missing from his shirt. Monday is otherwise inherently 
unremarkable. There will be no rush at the close of 
business, though the messenger and junior may perspire 
no little over the storing away of the silver taken in. 
Monday evening is an off evening, the sort of evening 
when the banker’s clerk will grunt over the papers of 
the Institute exam, if he be a junior, or, if senior, will 
listen to his wife ironing in the kitchen. Tuesday dawns 
with a different sky. Allowing for the difference in 
districts, Tuesday is likely to be “Agency”’ day, the day 
on which the bank in the market town has to send a 
representative armed with a bag of cash, a counter 
scroll, and a pocket lunch, to some neighbouring fair or 
sale or other special occasion. Agencies fall into three 
main classes. There is the regular once or twice a week, 
all-the-year-round agency at some agricultural centre, 
too small to have a bank of its own. There are seasonal 
ones, caused by special markets, by holiday populations 
at the seaside, by fishing fleets, horse and cattle sales, 
or harvest. And there are special ones when some great 
occasion demands the services of the bank for a few 
hours. It is in his agency work that the banker’s clerk 
faces the only risks of his calling. More than one man 
has died a violent death since the war in a lonely agency 
that tempted the criminal or the deficient. The second 
cashier is the sort of man who will get this job, and a 
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very busy time he may have of it. Years ago he used to 
drive in state, in the dogcart from the ‘“‘ King’s Head.” 
But with increasing railway facilities it has become 
more usual for him to catch the one train on the branch 
line and travel with his customers. Lately the motor 
has often carried him, or the increasing bus service. 
The work is responsible, as he may have almost any sort 
of problem suddenly thrust upon him, at a moment’s 
notice, has no one to refer to, and dare not stop the 
hasty cashing of cheques and bundling-in of dealers’ 
credits to consider. Such a “snag” may make him lose 
his train, or miss the clearing in the town from which 
he comes, or may land him with a heavy evening’s work, 
dissecting and agreeing what he has received, or hunting 
for a “difference” in what he has paid out. In the long 
run, with more or less bad language, he gets matters 
straightened up. 

Wednesday, mid-week, is a favourite ¢ay for that 
weekly balance that most banks now make. [his means 
the extraction, agreement, and summarization of the 
ledgers, and the compilation of some form for head office. 
In the comparative quiet this will be completed and 
signed, and the staff will hope to get away in fairly good 
time. In the summer it may be bathing or tennis, in 
winter a whist drive or a dance, and from time to time 
he will attend meetings of the Bank Officers’ Guild, his 
sole effort towards some form of self-expression, the only 
occasion during his forty years of work that he says “‘ Lo! 
here am I, the banker’s clerk,” his unique attempt to be 
a skilled professional man instead of an under-butler. 

Thursday may well be market day. This morning 
he may have to be early, and there will be a special 
cleared-for-action look about the office. This day 
everyone in the branch, from manager to junior, will be 
hard at it, but, asa rule, unusually cheerful. Is it perhaps 
the subtle flattery of importance that kindles the eye 
and curls the lip of the banker’s clerk on such a day ? 
For he cannot escape the conclusion that he really does 
matter. Especially in a farming community, men whose 
income is many times the figure his salary can ever be, 
will speak to him cordially, may even invite him out to 
have a drink. If he is a native, there will be many a 
greeting for him, if he be a stranger recently moved from 
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a distant branch the farmers’ wives will appraise him, 
as they stand at the back of the shop waiting to waylay 
their consorts who are cashing cheques, and who must 
be induced to spend now or never—for to the agricultural 
community that has daughters at home the banker’s 
clerk is even to-day a possibility. The long afternoon 
is soon gone. All the staff will be late this night. The 
manager will be writing letters and preparing those 
innumerable forms required by head office. The cashier 
has pages and pages of “‘paid”’ cheques. The ledgers 
have been posted, but not checked. The junior has long 
lists of “country clearing’ to agree. Probably, about 
half-past five, all will sit down to that hearty tea which 
is one of the amenities of English provincial life. Out- 
side, the wheels of departing gigs, the vibration of motor- 
cars accompany many a story of market days long gone 
by. Not infrequently the banker’s clerk in such a town 
will make some small festival of market day evening, 
a supper with his friends, a visit to the local music-hall 
or cinema. Forced to celibacy by his bank, which will 
only permit him to marry under certain conditions, 
obliged by the very atmosphere to be a careful and saving 
man, he will be able to afford some small treat. 

If market day is the day of the market town, Friday 
is an equally important one in an industrial district. 
The product of the modern mill or forge is not marketed 
locally, but the labour is. In any northern or midland 
centre, therefore, Friday will be the day on which the 
cashier will be early and preoccupied. He will be 
scanning various slips covered with figures, he will be 
the recipient of telephone messages. He may even 
impart his anxieties to the manager, speaking in this wise : 

“The Amalgamated say they want five hundred extra 
this week. Do you think we might ask the (other 
bank just down the street) if they have it?” Or it may 
be a grievance : 

“This silver they’ve sent me from head office is all 
florins, unmixed. What on earth do they think I’m 
going to do with it? The Amalgamated will never have 
it like that.”’ 

Somehow or other he overcomes these difficulties. 
Soon after the door is open, cabs, cars, and vans of vary- 
ing descriptions drive up, and in will come the railway and 
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the post office, the factory and the shop, more often two 
from each, a policeman, messenger, or it may be a clerk, 
with the secretary or other official. Then will the brass 
scales rattle, and the scoop be plied as the wages for half a 
countryside are tipped into big leather bags. 

Friday reveals more than any day the changes of the 
last two decades. The practised eye will miss the glorious 
sight of the golden sovereigns that used to pour into the 
waiting bags. Again, the actual quantity paid away is 
much greater; the average wage used to be nearer a 
pound a week. The cashier, however, rises to the occa- 
sion, and the life blood of the local community is set cir- 
culating once more, to pass on that night and all the 
following day to the shop, the pub, the cinema, and the 
railway or garage. 

So comes Saturday, crowning day of the week of the 
banker’s clerk. It is often very busy, in smaller towns 
surrounding large markets, or in places from which there 
is considerable and ready egress. A lot of small cheques 
will be cashed, and there will be a miniature rush on the 
part of the customers to clear out all paper and cash 
they can, so as not to overload their safes for the morrow. 
At last the door is down, and the banker’s clerk is in 
possession of his week-end. Debarred as he is by the 
prestige of his semi-profession from taking any interest 
in racing, he does, however, indulge in football. There 
is no summer pastime that is denied to him, and having 
money in his pocket he can enjoy them all; it is, indeed. 
during his week-end that he affirms most strongly his 
type. Without technical skill or much sense of pride in 
his work, he puts it behind him to live for thirty-six 
hours. What Lord Avebury gave him he now finds a 
necessity. His office is given over to the messenger and 
the charwomen. His books are battened down out of 
sight. He himself may be anywhere, but as the thirty-six 
hours slide by, he will be drawn back as if by a magnet. 
Born of parents who have known something worse (i.e. 
longer hours for less money) he will come back to such a 
desirable situation. His type is changing, has changed 
materially since the war in which he played no inglorious 
part. It is doubtful, however, if it is changing more 
quickly than the job he has to do. One by one the small 
privileges and initiatives of his position disappear and 
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are bound to disappear. The qualities that were excel- 
lent in the clerk who presided over his master’s “ Running 
Cashes” are simply subversive in a big joint-stock bank of 
the twentieth century. The rapid and incessant strides 
that the machine he has helped to create makes from week 
to week are rapidly reducing him from its master to its 
tender, and, finally, perhaps to its supernumerary. What 
the future can hold is uncertain. Perhaps some great 
exchange in London where girls, deftly adjusting the dots 
and dashes of some notation not yet perfected, will make 
fall into the lap of the depositor at the other end of the 
kingdom, metal or other tallies due to or required by him, 
if, indeed, individual bargaining will remain to us in 
such an age. When, and if it comes, the day of the 
banker’s clerk will have at least the interest of antiquity 
—of those curious ways in which men supplied their 
necessities long ago, in the twentieth century. 


The Bank Rate 


On April 21 the Bank of England reduced its discount rate from 
5 per cent. to 44 per cent. The rate had remained unchanged at 
5 per cent. since December 3, 1925. 

Owing to the improvement which has recently occurred in the 
gold situation, and the additions which have been made to the Bank’s 
stock of gold, this change was not unexpected. Until the beginning 
of April the demand for gold was very keen, owing to the competition 
of India and the Continent, and the Bank was not only unable to add 
to its stock, but it even lost about a million. Since the beginning of 
April competition for gold was so greatly reduced that the Bank not 
only made good the loss, but it even added two millions to its gold 
stock. The following table gives the variations in the Bank Rate 
during the past ten years : 
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The Problem of Economy 
By the Right Hon. William Graham, M.P. 


Chairman of the Public Accounts Committee of the House of Commons 
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y ‘ NHE Budget of 1927 is admittedly one of makeshift 
and expedient, excused by the effects of the indus- 
trial crisis of 1926. But the substantial increase 

in the aggregate amount demanded of the taxpayers 

has revived the discussion of economy. 

The leading facts are simple. Two or three years 
ago it seemed likely that the total expenditure would be 
brought well below £800 million. Since that time, for 
reasons with which the taxpayers are broadly familiar, 
outlay has increased. The actual expenditure in the 
financial year 1926-27, which is the one just closed, was 
£842 million. In the present financial year Mr. Churchill 
budgets for expenditure of £832 million. That estimate, 
however, makes no allowance for supplementary calls 
and for the costs of the British forces in China. Taken 
together these items will amount to not less than {10 
million; in all probability they will be £20 million, for 
it is already plain that to us the crisis in China will be 
costly. On the higher additional figure the total outlay 
of Great Britain in the present financial year may well 
be £852 million. Against that prospect the Chancellor 
of the Exchequer considers that certain savings, within 
the Estimates presented to Parliament, may be effected. 
Such savings would so far mitigate the addition to the 
burden; but they cannot do more than that, and since 
the paper surplus on the year’s working is only £1,400,000 
it is already generally assumed that 1927-28 will also 
show a deficit. If industrial recovery is more encouraging 
than appears to be likely at the moment, the yield of 
existing taxes may also within limits come to the rescue ; 
it would be unsafe to put the prospect higher than that. 
In the new financial year, as our income-tax system works, 
many of the real effects of 1926 will more fully express 
themselves. A third successive deficit would mean 
further inroad on the strict amount set aside annually 
for debt reduction (not, of course, anything like fully 
made good by the two additions to the statutory sinking 
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fund of £10 million last year, and £15 million this year) ; 
and such a result would be manifestly prejudicial to the 
heavy conversion operations which immediately precede 
and succeed 1930. For these and other reasons economy 
has suddenly become again a live issue, although the 
preliminary discussion suggests considerable confusion of 
thought asregards both the leading principles and the facts. 

No section in Parliament is in favour of unnecessary 
or redundant Civil Service personnel. But it should be 
clearly understood that the abolition of such separate 
Ministries as Transport, Mines, and the Department of 
Overseas Trade brings practically no economy whatever. 
In personnel all three are small; and in any event the 
staff must be merely transferred to the Board of Trade 
and the Ministry of Health and such other departments 
as are favoured with the allocation of the duties. The 
Department of Overseas Trade differs from the other two 
in that its activity is not so completely embedded in 
recent legislation. It has, however, undertaken the 
organization of much necessary advertisement for British 
home and overseas trade, in fairs, exhibitions, and other 
pioneer work ; in its reports on the financial and economic 
conditions of most of the countries of the world it has 
presented material of the highest importance to both 
employers’ organizations and trade unions, unfortunately, 
not nearly sufficiently used by either of them; and its 
analysis of the relative proportions of inter-Imperial 
and foreign commerce is essential to all the current 
schemes of Empire development. Presumably no one 
proposes to curtail that work; the chief question is 
whether, with the disappearance of a department specific- 
ally devoted to it, the material will be so well overtaken 
in a mere section of another Ministry. The Mines Depart- 
ment has innumerable duties imposed on it by the recent 
accumulation of legislation affecting the coal industry. 
In view of the appalling loss which this strife has involved 
for Great Britain, and the importance of the research, 
welfare, and other schemes to peace in a basic calling, it 
is again presumably not the intention to curtail the 
constructive work in which it is engaged. And the case 
of the Ministry of Transport is even more impressive. 
Doubtless the establishment of the Central Electricity 
Board will take away some if not all of its duties in that 
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sphere. But under the Roads Act of 1920 and the Rail- 
ways Act, Ig21, to mention only two statutes, the Ministry 
of Transport has a wide variety of important duties. 
The whole problem of the effective reconciliation of road 
and rail transport in Great Britain remains to be solved ; 
if a suicidal strife is attempted the national loss will run 
to many millions. The Ministry of Transport may dis- 
appear ; the legislative duties and the immediately urgent 
tasks (of which the problem of road and rail transport 
is merely one illustration) remain. No one proposes to 
wipe out the relevant parts of either the Roads Act or 
the Railways Act, which would raise important issues with 
both the local authorities and the railway amalgamations. 
On these facts, therefore, the actual saving will benegligible ; 
indeed, unless the position is carefully handled the tax- 
payers may lose money on the transaction. The history 
of the cost of the railway agreements during the war, 
and the position of the old pre-war railways department 
of the Board of Trade, should not be forgotten. 

The widespread discussion of this spectacular but, in 
importance, infinitesimal step illustrates the danger to 
which genuine effort in economy is always exposed. 
From the deep, fundamental issues it can generally be 
diverted at a moment’s notice to the very cheapest of 
evening newspaper theory. The three large problems in 
present expenditure are : (1) debt policy ; (2) armaments ; 
and (3) the supply services. What falls to be discovered 
is a practical method in all three spheres, such as 
will either mitigate the aggregate expenditure or, what 
may be equally important, obtain a very much better 
result for it. Taken together these items cover nearly 
£700 million in a Budget of £833 million; and they raise 
the widest questions of policy which all agree form the 
only basis on which economy can be relevantly dis- 
cussed. As regards the debt the Committee on National 
Debt and Taxation may be regarded as unanimously in 
support of more drastic sinking fund provision ; certainly 
the post-war additions to the total liability, and the very 
slender saving so far effected in annual interest charge, 
must convince all schools of thought that that is the only 
possible course. At present the Chancellor of the Ex- 
chequer has yielded to some extent to the plea that indus- 
try cannot face further direct or even indirect taxation, 
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however economically sound may be the allocation of the 
yield. It is admitted that income tax falls in substance 
only where there is income or profit; the orthodox 
consider that only to a limited extent is it passed on to 
consumers or to others than those who immediately pay ; 
but the case rests on the aggregate amount which is 
available annually for the purposes of industrial develop- 
ment and for the provision of new capital, which are 
believed to be hindered when aggregate savings (due to 
high taxation) are, in fact, curtailed. This controversy 
is vital; but although it is largely one of fact the widest 
differences of opinion remain. The total national income 
is placed at £4,000 million, or slightly more ; admittedly 
savings have shrunk a little compared with pre-war 
times ; but the diffusion of industrial and other holdings 
is remarkable; at least £230 million to £250 million of 
new capital are recruited every year; and all sound pro- 
motions appear to obtain without difficulty either the 
cash or the credit they require. In the case of develop- 
ment there are the two questions as to how far (partly 
with a view to avoidance of excess profits duty) capital 
expenditure was artificially expanded during the war, 
and is at present idle or partially idle, but available for 
the time of economic recovery; and, secondly, how far 
domestic efficiency in industry (in terms of many of the 
American devices now everywhere under discussion) can 
make it possible to get along successfully with smaller 
capital recruitment. The report of the recent industrial 
delegation to the United States suggests many immedi- 
ately urgent lessons for British industry. If, without 
prejudice to their ideals in ownership (which in any event 
must all rest on economic efficiency) the various parties 
in industry agreed to concentrate on every valid scheme 
of simplification, standardization, and other improve- 
ment, the more vigorous service of the debt, tested from 
the standpoint of industrial burden, would become at 
once a much easier proposition. The recent history of 
conversion schemes proves that we cannot with safety 
weaken the debt policy ; on the other hand, industry needs 
all the encouragement which externally or internally it 
can obtain, especially if an effective offer of remunerative 
effort is to be made to more than one million people now 
apparently a standing army of unemployed. 
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In armaments and supply services there are many 
common problems. At £116 million the expenditure on 
the Navy, Army, and Air Force seems high; but most 
parties in Parliament realize that effective reduction can 
come only when there is substantial measure of inter- 
national agreement in disarmament. In that sphere some 
of the elements are only moderately hopeful. As usual, 
the bulk of the concession is expected of Great Britain. 
But in spite of the obstacles we must faithfully pursue 
the policy of reducing arms, until the world arrives at 
the ideal of nothing more costly than an international 
police force. Within that ideal, and as a _ practical 
proposition for immediate application, Parliament will 
probably be compelled to rely on the method of overhead 
cut. Of late the three departments have presented 
estimates which show little aggregate variation. Admit- 
tedly the total personnel is small—in the case of the 
Navy only 100,000 men; but, as in the supply services, 
the Government is a large purchaser in the open market, 
and the level of prices tends to determine the outlay. 
The formation of a Ministry of Defence, or the co-ordina- 
tion of the fighting services, would probably achieve 
financial economy ; no opinion is offered as to the other 
merits of the proposal. Within the existing structure 
a contracts’ committee endeavours to relate, so far as 
possible, the demands of the three departments, and to 
obtain the best market conditions. But, as in the 
case of the Air Ministry, much of the material is excep- 
tional in character; it differs from food and clothing 
which can be so far standardized. Into the Esti- 
mates or of the subsequent Appropriation Accounts 
neither Parliament nor the Estimates Committee and the 
Public Accounts Committee can enter in full detail. 
However hard they work—and in existing conditions these 
committees render admirable service—it is impossible 
to pursue the ramifications of every head and subhead 
of the vote. Moreover, much of the detail is necessarily 
confidential. Only the departments themselves can 
stand to the strict test. Mr. Churchill pays tribute 
to their co-operation ; and it is generally deserved. But 
they may be pardoned for thinking year after year that 
they cannot proceed with a copper less than the Estimate 
contains. Within sums of £58 million and £42 million 
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it must be plain to everyone that economies can be 
effected. Mr. Snowden got the aggregate Estimates ; and 
in the case of the Navy knocked off several millions, with 
instructions to overtake the work on the reduced sum. 
It was done; and there was even unspent surrender. 
In other words, only the department, from its very 
intimate knowledge, can find the ways and means. And, 
after all, in the suggested scheme of block grants (a mis- 
leading phrase, since a block grant may be a very variable 
thing) that is substantially what the Government have 
in mind for the social services, although in that case the 
system is much more difficult to defend. There, too, 
the level of prices is a leading consideration. That they 
have not fallen commensurately with the restriction in 
monetary and credit policy seems to be clear; and in 
national self-defence (especially in view of the revelations 
of the Royal Commission on Food Prices) the Govern- 
ment might usefully pursue a more drastic policy. Fur- 
ther, although the Meston Committee is not believed to 
have found much material on which to build a case for 
a unitary system in the Exchequer grants to the local 
authorities, the whole area of the supply services would 
be very much more efficient in the handling of expenditure 
if more were known of comparative units of cost; the 
system might be at least contributory to other tests. 
And, finally, in those parts of the social services which 
are of the nature of relief (contributions to the Unemploy- 
ment Insurance Fund and other outlays) far greater 
effort should be made to turn them into remunerative 
or reproductive channels. It is easy to be wise after the 
event; but Great Britain has poured out, since IgI9, 
between £300 million and {£400 million in mere relief, 
for which today there is practically no capital or other 
asset that we as a people can show. With even half that 
sum the local authorities, apart altogether from State 
schemes, might have overtaken work of definite value 
to economic efficiency ; and certainly we should have tried 
systematically to train the younger unemployed, the 
policy recommended—late in the day in early 1927—by 
all sections of the Blanesburgh Committee on Unemploy- 
ment Insurance. This, indeed, is a good illustration 
of the manner in which, in our study of national finance, 
we almost completely forget the constructive recom- 
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mendations of able committees. Many of the proposals 
of the Balfour Committee on trade, overseas markets, 
the structure of industrial relations, and domestic prob- 
lems of industry would save Britain millions every year ; 
the same is true of the analyses and the comparisons of 
the reports of the Overseas Trade Department on the 
economic and financial conditions of other countries; 
but no section in Parliament keeps a summary of these 
schemes before the public; the departments are busy; 
the Parliamentary Secretaries are pursued by all manner 
of detail ; and members of the Cabinet do not even pretend 
to read more than a proportion of the papers faithfully 
delivered to them in the red boxes of the messengers 
of the State. 

In summary, then, this Budget in its less spectacular 
analysis suggests that true economy will be found in the 
much more intelligent co-operation of public finance 
and national industry and commerce. Mr. Hilton Young 
proposes virtually a sub-committee consisting of the less 
busy members of the Cabinet. But they are apt to be 
the decorative parts of the average Administration ; 
and this is no task for the decorative. The ultimate 
responsibility cannot, of course, be taken from the 
Government of the day. There is, however, a growing 
conviction that the solution will be found in the selection 
of five or seven representative men in Parliament, who 
will pledge themselves to make this their chief public 
duty. Given the secretarial and other assistance of a 
capable Civil Servant, they should undertake the study 
of all the leading documents bearing on finance and 
industry ; summarize the recommendations; keep them 
systematically before the Government in the public inter- 
est, but especially the more urgent and the more remuner- 
ative ; and seek every chance of advertising them in Parlia- 
mentary debate. For much of the time of the Commons is 
now devoted to discussions of slender economic or finan- 
cial value—-a luxury we cannot afford with £8,000 million 
of debt round our necks, a Budget which may this year 
amount to £850 million, and the prospect of increased 
competition, especially in manufactured goods, when 
America almost immediately seeks a wider overseas 
market and Germany’s similar desire is stimulated by the 
necessities of the increased scale of the Dawes annuities. 
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A Banker’s Diary 


Mid-March to Mid-April 


TuE Free State Government has now introduced a Bill 
(obtainable from the Free State Stationery Office, Dublin, 
gd.) to give effect to the scheme elaborated 
Irish in the first interim report of the Banking 
Currency = Commission (see March issue). The pro- 
and Banking ps we ce _ P 
posals of the Commission are in general 
closely followed. The main deviation is the absence of any 
absolute limit on the issue by the Currency Commission of 
legal tender notes, provided the proper security is handed 
over in exchange. The Bill authorizes the Minister for 
Finance to arrange for the coining of Free State sovereigns 
and half-sovereigns when gold bullion or foreign gold coin 
is presented in quantities of not less than one hundred 
ounces. According to the Minister for Finance, however, 
this provision is not likely to be made use of for some 
time to come. Another interesting provision is that 
whereby the Currency Commission may require any 
banker to furnish such information relating to his 
business and to allow access to such books and records as 
the Commission may consider necessary or desirable for 
the fulfilment of its functions. The Bill passed its second 
reading on April 7. Another Bill, to carry out the 
Banking Commission’s proposal for the formation of an 
Agricultural Credit Corporation (see February issue), has 
now been introduced. 


ACCORDING to the Board of Trade, the Siamese Govern- 
ment has decided to confirm the exchange value of the 
tical at 11 to the {, the rate at which it 
has been approximately steady since 1923. 
It appears that legislation will be introduced 
to render this ratio permanent on the basis of gold 
content. A gold exchange standard was officially set up 
in Siam in 1908, the Government being authorized to 
issue notes and silver coin against gold deposits abroad 
in the ratio of 13 ticals to £1. As a result of war and 
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post-war difficulties currency notes were made incon- 
vertible in January, 1919, this law being ultimately 
extended to January, 1927. The rate of exchange 
underwent considerable fluctuation until finally stabilized 
at about the present figure. 


AN agreement for the funding of the Greek war debt to 
Great Britain was signed by the Chancellor of the 
Exchequer and the Greek Minister in 
Greek Debt London on April 9. The debt amounts to 
Settlement nearly £214 millions, and is to be discharged 
by annuities spread over sixty-two years 
and rising from £50,000 in 1926 (already paid) and 
£200,000 in 1927 to £400,000 in each year from 1936 to 
1987. The agreement, like other debt settlements with 
this country, includes a clause allowing a remission in the 
event that Britain’s reparation and debt receipts exceed 
her payments to the United States, and makes certain 
special adjustments between the parties. In a covering 
letter the Chancellor pledges the British Government’s 
support for a well-considered scheme of financial recon- 
struction in Greece. It is understood that in due course 
a substantia! international loan will be issued for exchange 
stabilization and other purposes. The debt agreement is 
subject to ratification by the Greek Parliament. (For 
full terms, see Comd. 2848, H.M. Stationery Office, 2d.) 


As a result, ultimately, of freezing of assets due to 
the 1923 earthquake, eight comparatively small Japanese 
banks suspended payment towards the end 

Japanese Of March. The total deposits amounted to 
Bank Failures about 180 million yen (about {£18 millions). 
and Reform Confidence was temporarily restored by 
Government and central bank promises of 

support and the final passage of the Earthquake Bills Re- 
lief Law. Meantime a Bill for the amendment of the 
banking faw has been brought forward by the Government. 
It provides a minimum capital for all banks, thus tending 
towards amalgamation of the numerous small institutions, 
half-yearly audits and possible Government examination, 
restrictions on the kinds of business to be undertaken, 
minimum allocations to reserve funds, etc. In addition, 
if the Billis passed as it stands no bank will be allowed to 
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open a new branch or agency without permission from 
the Minister for Finance. 

Following the suspension of payments by the Suzuki 
Company, a trading and industrial concern with wide- 
spread ramifications, the Government proposed to give 
support through the Bank of Japan to the Bank of 
Taiwan, which has considerable note-issue powers in 
Formosa and is a large creditor of the Suzuki undertaking. 
The Privy Council’s refusal to approve the scheme 
resulted in the resignation of the Cabinet on April 17. 
On the following day the Bank of Taiwan suspended 
business for three weeks, except at its head office and 
branches in Formosa. The London office, however, 
was opened on April 19. The bank’s total assets amount 
to 890 million yen. Among them are loans of 503 mil- 
lions, of which it is understood over 300 millions are to 
the Suzuki Company. The note issue amounts to about 
48 millions. 


In August, 1926 the Minister of Labour appointed a 
delegation, composed of an eminent lawyer as chairman, 
d two trade unionists, two industrialists and 
pmecien two Civil Servants, to study industrial 
Conditions COMditions in the United States and 
Canada. The report of this body was 

published at the end of March (Comd. 2833, H.M. 
Stationery Office, Is.) and contains sections on industrial 
conditions generally, including methods of production, 
output, and individual efficiency; industrial relations ; 
conditions of wage-earners, including rates and methods 
of payment, hours, disputes; other aspects of industry, 
including management, sales methods; and industrial 
conditions in Canada. In the covering letter several 
points of special interest are set out, among them the 
formation of horizontal trusts, with resultant economies; 
the progress of standardization and simplification; the 
enormous volume of instalment sales, to which part of 
America’s prosperity must be attributed ; the separation of 
management from ownership and pooling of the benefits 
of experience; the incentive given to increased output and 
acceptance by the wage-earners of experiments looking 
to reduction of costs ; the intensive study devoted to prob- 
lems of industrial relationships and the movement 
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towards closer contact between management and work- 
people. The appendices to the report contain a quantity 
of statistical and other illustrative material. 


FoR some time negotiations have been proceeding for 
a final liquidation of the loans originally granted by the 
Bank of England to the Bank of France 
Bank of in rg16and 1917. The amount of the loans 
France De was £72 millions, a one-third deposit in gold 
to Bank of . wl - 
England being pledged as collateral. The debt was 
reduced and part of the gold released 
until in April, 1923, when a new agreement was made, 
the debt stood at £55 millions and the gold at £18,350,000. 
Further repayments were made since then, the debt 
being reduced to {£33 millions, with the gold deposit 
unaltered. It was announced in Paris on April 11 that 
a new settlement had been reached. As a result of this 
arrangement it is understood that the remainder of the 
debt was liquidated on April 22 out of Bank of 
France and Treasury balances in London, while the gold 
was placed at the free disposal of the Bank of France. 
It should be noted that this transaction is quite 


separate from the inter-Government debt secured by gold 
deposit and reserved for future discussion under the 
Caillaux-Churchill agreement (see September, 1926 issue). 


Mr. WINSTON CHURCHILL introduced his third Budget 
on April 11, an unusually early date. The expenditure 
for 1926-27 amounted to £842} millions, 
The Budget including {£60 millions allocated to sinking 
fund, while revenue aggregated £805} mil- 
lions. Expenditure was £22 millions above and revenue 
£19 millions below the Budget estimates. An anticipated 
surplus of £4 millions was thus replaced by a deficiency 
of £37 millions, of which, according to the Chancellor, 
£32 millions was attributable to the industrial disputes 
of last year. The net amount applied to debt repayments 
was therefore £23 millions, but as a result of the issue 
of conversion loans at a heavy discount, the gross dead- 
weight debt increased during the year by £7 millions. 
The expenditure for the current year was put at 
£8334 millions, including £65 millions for sinking fund, 
and revenue, before the Budget announcements, at 
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£797 millions. The reserve to the credit of the Road Fund, 
amounting to {12 millions, is being brought into the 
Exchequer. Brewers’ credit is being shortened again by 
one month, and higher duties are being levied on tobacco 
and matches. These and other customs and excise 
changes and innovations are estimated to yield {11 mil 
lions. Income tax under Schedule A is to be paid in 
future in one instalment, bringing an extra {15 millions 
to the Exchequer this year, while other changes in inland 
revenue are expected to yield a further small sum. Alto 
gether the changes announced are anticipated to produce 
£26 millions additional revenue, which, with the balance 
from the Road Fund, should give a surplus of £14 millions. 
Steps are being taken to simplify income tax procedure. 


NEw issues during the latter half of March and the early 
part of April reached large dimensions, and heavy 
proportions were left with underwriters. 
New Capital Of the London County Council's £6 millions 
Market of 4} per cent. consolidated stock at 
934 only one-fifth was applied for by the 
public, while over one-half of smaller issues by the 
Government of Western Australia and United Railways 
of the Havana went to underwriters. Similarly, two 
substantial commercial issues and an offer of capital in 
a new trust met with a poor response. Among issues 
rapidly taken up was that of sterling bonds by the 
Italian Credit Consortium for Public Works, the proceeds 
of which were to be applied to shipping developments in 
Italy. The Commonwealth of Australia made a large 
offer of 5 per cent. stock for conversion purposes. There 
were several interesting private placings, including bonds 
of the Prussian Central Land Credit Bank and a Dutch 
artificial silk undertaking. 


On March 22 the Bank of Finland reduced its discount 
rate by } to 7 per cent. The rates charged by the Séate 
Bank of the U.S.S.R. were moved from 
Bank Rate 10 to 12 down to 8 to 10 per cent. on 
Changes April 8. The Bank of France lowered its 
discount rate from 5} to 5 and the rate 

on advances from 7 to 6 per cent. on April 14. 
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Cashing a Cheque After 


Business Hours 


By Our Legal Correspondent 


useful cases in litigation : for some are never reported 

in the recognized reports, others are reported only 
in the daily Press and from a layman’s point of view, 
while others never find any publicity at all. On several 
occasions it has been our good fortune to rescue from 
obscurity quite important decisions. It is not always 
possible to obtain reliable and sufficiently expert reports 
of cases decided on circuit unless they have the good 
fortune of being reserved for further consideration in 
London. Now and then, however, a particular point 
strikes the newspaper reporters as of peculiar interest 
to the general public and we obtain a more or less adequate 
report. Such a case was that tried by Lord Hewart, 
the Lord Chief Justice of England, at the last Leeds 
Assizes. The London newspapers had a brief report of 
it under such headings as “‘ Cashing a Cheque after 
Business Hours: A Novel Point.’’ And assuredly the 
case does raise a novel point, for we do not recall a case 
in the reports where the precise duty of a banker towards 
his customer with regard to dealings with his customer’s 
account after the closing hour has been debated. Pro- 
bably it is so rare a thing for a banker ever to depart 
from the usual practice of confining dealings with his 
customer’s account to declared business hours that the 
problem has not often arisen. Now, however, the case 
of Baines v. National Provincial Bank heard on April 2 
at Leeds has cropped up and affords a test for the ex- 
amination of the whole question from a legal point 
of view. Mr. Alfred Baines, trading as A. Baines and Son, 
bookmakers and commission agents of Harrogate, sued 
for a declaration that the bank was not entitled to debit 
against his account a cheque for £200 dated August, 


iE is all too easy to miss notice of interesting and 
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1925, and drawn in favour of a client, Mr. G. A. Wood. 
The cheque so drawn was delivered to Mr. Wood by the 
plaintiff on the date mentioned but not in sufficient time 
for it to be cashed that day during business hours—the 
bank’s closing hour being three o’clock. The next morn- 
ing, however, on sending his son to the bank to counter- 
mand payment of the cheque, Mr. Baines found that 
it had been cashed the previous day, but after the ordinary 
closing hour; in fact, it had been cashed a few minutes 
after three o'clock, and counsel for the bank, for the 
purpose of argument, assumed that it was cashed at 
five minutes past the hour. In these circumstances, 
counsel for the plaintiff contended that if a banker cashes 
a cheque after the closing hour—even a few minutes 
after—there was a breach of an implied term of the 
contract between banker and customer to the effect 
that no cheque shall be dealt with either by way of 
dishonour or payment outside the advertised and declared 
hours of business. So far as one can gather from the 
reports in the newspapers, the bank’s counsel traversed 
that contention so far as payment of a cheque was con- 
cerned, pointing out that no evidence had been called 
to support it and that if the plaintiff was right it was 
curious that no case in support of it could be cited for 
the past 100 years. But the real argument for the bank 
at the trial seemed to be that, even assuming any such 
term of the contract, a bank is entitled to a reasonable 
margin after the advertised time of closing and that 
five minutes was such a reasonable margin. The Lord 
Chief Justice upheld the bank’s contention as to reaso.- 
able margin but apparently did not decide—although 
he referred to—the larger question as to the implied 
obligation. His Lordship is reported to have said that 
“the argument was that a bank may not cash a cheque 
after the closing hour because it could not effectively 
dishonour a cheque at that time. In his opinion there 
was no substance at all in this contention. What 
precisely were the limits of time within which a bank 
might conduct business—having prescribed largely for 
its own convenience the particular times at which the 
doors of the building would be closed—was a large 
question not raised here. It was contended for the 
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defendants that they were entitled within a reasonable 
business margin to deal with a cheque, not, of course, 
in the sense of dishonouring it, but of doing what the 
cheque asks them to do, namely, to pay.’’ Lord Hewart 
upheld that contention, and added that the case “ seemed 
to be on its way to the House of Lords.’’ We trust it 
may get there: for there is a great deal of consideration 
needed as to the precise legal effect of transacting business 
outside business hours. 

The general practice, we believe, is for managers to 
regard the advertised hour of closing as drawing a line 
definitely under their transactions between their cus- 
tomers and themselves. That is obviously the right and 
prudent course, for—save by reason of any special 
agreement—no banker can be compelled to, or is bound 
to deal with his customer’s affairs outside business hours ; 
and, if there be an implied contractual obligation not to 
conduct operations affecting a customer’s account after 
closing hours, the banker is at least safe in adhering to 
his general practice. It may be, that the point raised 
by the case just decided is of too infrequent occurrence 
to be of much practical importance. In any event 
“business hours ’’ have to be construed in a reasonable 
sense. If a large influx of folk are already waiting for 
attention in the bank as the hour strikes, surely they 
can be “cleared off’’; the mere accident that there 
is a “‘ rush” with which the staff cannot deal within the 
strict hours would not be held, one would think, to 
constitute a dealing out of business hours. Nor can 
clocks always agree. Whatever the contractual obliga- 
tion there may be it has to be read reasonably, and so 
the Lord Chief Justice has ruled. In each case it would 
be a question of fact. If, for instance, a bank had 
actually closed its doors and a late-comer clamours for 
admittance, any transaction with him would, we may 
assume safely, be held outside business hours. 

But the interesting larger question remains un- 
decided. Is it wrongful or in breach of contract for my 
banker to cash one of my cheques outside the advertised 
hours of business? He is not bound to do so for, as 
Lord Justice Atkin puts it in Joachimson v. Swiss Bank 
(1921) 3 K.B. at p, 127: The banker’s promise to repay 
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money paid into current account is qualified by a promise 
to pay at the branch where the account is kept and during 
business hours. Does that indicate more than this— 
that he is not bound to repay otherwise than as qualified 
above? Or, does the contract between banker and 
customer go farther and include an implied term that 
the mandate to pay conveyed by a cheque is a mandate 
to pay only within the advertised business hours and 
according to the ordinary course of business and not 
otherwise ? On presentment of a cheque to the banker 
on whom it is drawn, is the banker liable if he cashes it 
out of business hours (assuming that payment is not at 
that time stopped) because the customer is intending 
to stop it when the next opening hours of business 
begin? Is a banker chargeable with breach of contract 
if he cashes it after business hours and so deprives the 
customer of the opportunity of stopping its payment 
the next morning? We assume that the answers to 
these questions must depend upon evidence as to business 
custom and usage going to show how far the advertised 
business hours are in fact relied upon not only by bankers 
but their customers. 

There is ample authority in regard to the position of 
a banker vis-a-vis the holder of a bill domiciled at his 
banking house, who presents it for payment. In such 
a case presentment for payment must be made during 
the usual business hours. This was judicially recognized 
as long ago as Wilkins v. Jadis (2 Barnewall and Adolphus 
188) whet re Lord Tenterden, C.J., and Parke, J., laid it 
down that “as to bankers it is established with reference 
to a well-known rule of trade that a presentment out of 
the hours of business is not sufficient; but in other 
cases (such as the one the Court was then considering) 
the rule of law is that the bill must be presented at a 
reasonable hour ’’ and between seven and eight in the 
evening was held not to be unreasonable. And again 
from Parker v. Gordon, 7 East 385, we gather that the 
holder of a bill accepted payable at a bankers impliedly 
agrees to present it for payment within usual banking 
hours and a banker is not bound to pay after banking 
hours a bill which is accepted payable at his banking 
house (Whitaker v. Bank of England, 1 C.M. & K. 744). 
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And in Barclay v. Bailey, 2 Campbell 527, Lord Ellen- 
borough observes that a common trader is different from 
bankers and has not any particular hours for paying or 
receiving money. But in Garnett v. Woodcock (6 M. & 
S. 44, 18 R.R. 298) it was held that a presentment by 
the holder of a bill at a banking house where it was 
payable after business hours is sufficient if a person is 
stationed at the banking house and returns for answer, 
“No orders.” 

These cases as to domiciled bills do not sufficiently 
cover the question at issue. Presentment and notice 
of dishonour may be valid, and yet the customer may 
or may not have a ground of action against his banker 
in respect of refusal or payment out of hours. It remains 
to be decided in some future case. A customer of a 
banker accepting a bill payable at the bank or a drawer 
of a cheque on his banker, could at least set up that the 
practice of bankers themselves was to close transactions 
on customers’ accounts at the closing hour each business 
day, and that such is part of the ordinary course of 
business well known to the public and relied upon by 
everyone. And in the peculiar case of that form of 
bill known as a cheque, does not the accepted usage and 
custom import into the contract between banker and 
customer the implied term that on presentation a cheque 
shall be dealt with, either by way of payment or refusal 
to pay, in the ordinary course of business, including a 
strict observance of the advertised hours of banking 
business? As we have said above, when such a case is 
discussed, much will depend on the evidence available 
and its strength as establishing such an implied term. 
In the absence of express authority it is not wise to 
dogmatize on the true answer to this interesting problem, 
and we should be glad of any observations from our 
readers upon the question. 

Mr. Justice Mackinnon again had to decide in the 
last days of last term the question of alleged negligence 
charged against a bank, and again showed a breadth of 
view not always found in judicial quarters regarding the 
standard of care and duty demanded in the circumstances 
proved. A German society for the financial assistance 
of poor Jews in Eastern Europe banked with the Jewish 
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Colonial Trust in London, who, in December, 1923, were 
instructed to send a sum of £227 8s. od. to a Dr. Jakir 
Ose, at Chisinau in Roumania. The Trust performed 
the instructions by sending by registered post a cheque 
for that amount made payable to Jakir Ose. The German 
society ultimately sued the Jewish Colonial Trust for the 
amount of the cheque which the Trust had debited to 
their account, putting their claim as money held by the 
Trust to their use or alternatively as damages for neg- 
ligence and breach of duty. The plaintiffs alleged that 
the cheque never reached the payee but was stolen in 
transit, and that Jakir Ose’s endorsement forged on the 
cheque which was eventually cleared through a bank in 
Poland. The plaintiffs’ contention was that sending the 
money by cheque in an ordinary registered letter was 
negligent and that the proper course was for the defen- 
dants to instruct their correspondents in Roumania to 
hand the money to Jakir Ose, or, at any rate, if they 
preferred to send a cheque they should have sent it by 
an insured letter in accordance with the regulations on 
p. 129 and pp. 566-7 of the “ British Postal Guide”’ for 
July, 1923, which was then in force and in accordance 
with the Roumanian law then in force. The defendants 
said they were not negligent in doing as they did and 
added that the course of business between themselves 
and the plaintiffs, who knew they were sending the 
money by cheque in an ordinary registered letter, justified 
them. 

The learned Judge recalled the old maxim, “It is 
easy to be wise after the event,’ and pointed out that 
the evidence showed that the defendants had sent scores 
of cheques for the plaintiffs to places all over Eastern 
Europe and no trouble had resulted before. Further, 
he found that the practice was only to pay through a 
correspondent when the transmitting bank had sufficient 
funds to meet the payment standing to their credit with 
the correspondent. Moreover, it appeared that the 
defendants insured bank notes but not cheques. As the 
loss of a cheque was a rare occurrence, and having regard 
to the course of dealing, the Judge said he did not think 
it would be right to measure the standard of duty of the 
defendants by consideration of all the precautions which 
II2 
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in the light of after events would have given a safer 
course. Therefore he gave judgment for the defendants 
with costs. 

The case, of course, was decided on its own particular 
facts and one rather imagines that but for the evidence 
of a course of dealing a different decision might have been 
arrived at. For, after all, the Roumanian law and the 
directions in the “‘ British Postal Guide”’ made it clear that 
if one sent to Roumania by ordinary registered letter 
paper money or securities one did so at one’s risk. Or- 
dinary registered post at that time did not appear to be 
a safe means of transporting valuables to Roumania. 
And, as Mr. Justice Mackinnon observed, that was an 
element to be taken into consideration. But on the 
whole facts the learned Judge declined to find negligence 
on the part of the bank in doing what it had done so 
often before with no ill results. 





London and New York 


In support of its contention that New York is wresting the financial 
leadership of the world from London, ‘“‘ The American Banker ” 
publishes the following statistics :— 

NEW YORK BANKS 
Capital surplus 
and undivided 
profits Deposits 

National City Bank $140,000,000 $1,083,599,158 
Chase National Bank 78,204,473 852,456,114 
Guaranty Trust Company 65,958,981 639,361,767 
American Exchange Irving Trust Company 60,815,383 628,886,876 
National Bank of Commerce 67,479,320 563,356,022 
Bankers Trust Company 56,031,191 458,528,683 
Equitable Trust Company 52,425,651 430,972,350 


Ws 6 cctcd nei ankcnheeek amaainaeemonn $520,914,099 $4,657,160,970 


LONDON BANKS 
Paid-up capital 
and reserves Deposits 
Barclays Bank Limited $1 30,541,085 $1,549,418,355 
Lloyds Bank Limited 127,051,260 1,730,662,615 
Midland Bank Limited 126,657,980 1,832,115,515 
National Provincial Bank 94,794,160 1,296,248,035 
Westminster Bank Limited 93,201,570 1,427,030, 340 


jp | ere rr ree Tee rere Ty rere TTT Tree rT rr $572,346,005 $7,835,474,860 
While these statistics show that the National City Bank possesses 
the greatest amount of invested capital, they also prove that the 
deposits of any of the five largest English banks far exceed those of 
any American bank. 
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Some French Provincial Banks 
A Contrast 


By Professor C. H. Reilly 


hundred thousand inhabitants, but of a high 

standard of architectural taste handed down 
through many centuries, suggests for this month some 
consideration of the differences between French branch 
bank buildings in such a town and our own. These 
differences lie mainly in the different things emphasized. 
Walking down a street you can no more miss, or miss 
with equal difficulty or ease according to your tempera- 
ment, a French bank than an English one. An English- 
man, of course, might not think the French building a 
bank until he had read the name, but he would realize 
it was a building for some public or semi-public purpose. 
This effect is given at once by the deeply recessed loggia 
or portico on the ground floor, which marks the building 
out from the surrounding shops and business premises. 
This portico is a place to stand about in and to read 
notices. Current prices of the chief stocks on the stock 
market are written up from hour to hour. You feel a 
sense of welcome with such a portico. You can stand 
there out of the rain and watch the crowds pass in the 
street. You may, if you are an Englishman you probably 
will, feel you are in the purlieu of some gambling saloon, 
but that apparently does not affect the French. We 
are accustomed to read the prices of the stocks and 
shares we are interested in in the daily papers; the 
French banks apparently offer such news gratis to the 
world, in the hope, one supposes, that it will make 
its investments through them. 

How does this loggia then affect the general design 
of the bank building ? It seems to me to affect it mainly 
in two ways. First, the recessed loggia is more manage- 
able in a row of continuous buildings than on a corner 


\ SHORT stay in a French provincial town of a 
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site. It is noticeable in this town that none of the banks 
are on prominent corner sites, and the one which is on 
an island site, having its loggia open on three sides, cannot 
make of this loggia as comfortable a place in which to 
wait. It is too draughty. The second point is that the 
banking hall is driven much farther back by means of 
the loggia, and is consequently able to get top light at 
the back of the main range of buildings. It stands really 
on the yard or garden behind the front buildings. One 
has noticed the courtyard of an old hotel filled up in this 
way. Having pushed the banking hall back on to the 
less valuable land in the rear it is in itself surprisingly 
large. Each branch bank here has a hall not less than 
eighty feet by forty. The centre is given up to the public 
in a very liberal way. The counter is continuous all 
round the room with the various departments behind it. 
There appears to be much less room for the clerks and 
the work of the bank generally in proportion to the space 
for the public than with us, and the time small operations 
take, like cashing a credit note, may be a result of this. 
The internal communication between the departments 
behind the counter is, of course, more circuitous. 

In all this there is obviously a difference in the 
psychology both of the public and the bankers. We try 
to make our banks, even when the bank proper is confined 
to one story as in these French cases, seem places of 
greater strength and security than the neighbouring 
buildings. We do not as a rule make our banks look 
inviting. One does not enter them except on business. 
The French aim is exactly the reverse. Everyone is 
tempted to enter the portico which might be the entrance 
to a newspaper office or even a cinema, though in the 
larger banks these porticos or loggias are of very serious 
and generally of very good architecture. They consist of 
a range of arches or columns with fine iron gates between 
the piers. I notice these gates are not generally closed 
when the bank is closed to the public. You are still 
invited to study the lists displayed within. Later one 
will find all the gates shut and the concierge seated within 
them smoking his evening cigar. Relying solely on 
the deep portico to announce the presence of the bank, 
the street architecture above can be continuous. Of 
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course, we have very little continuous street architecture 
in England compared with the vast amount in France. 
It is the continuity of her street facades which gives to 
the main streets of French towns their peculiar dignity. 
This dignity the banks have therefore been careful to 
preserve. 

It occurs to one whether it might not be worth while 
attempting to introduce into some of our country banks 
not on corner sites a modified form of this French loggia. 
It would be in the spirit of the covered market hall one 
so often sees. Of course it would be very small in 
comparison, and not more than twelve or fifteen feet deep, 
but it must be deep enough to allow the bank proper to 
get its light from the rear. The deep shadow of this 
columned entrance hall would make a strong contrast 
to the shop windows on either side. It would form a good 
place for farmers to stand about in to discuss prices, 
and in which to make appointments. For convenience 
accounts would, one imagines, soon be opened at such 
a meeting place. English banks might not wish to give 
Stock Exchange news, but there might be local and other 
news worth displaying. Architecturally, the chief ad- 
vantage would be, apart from making the most of the 
ground floor without interfering with the work above, 
that one would pass from the semi-darkened entrance 
into the fully-lit, possibly top-lit, banking hall beyond 
with the impression of dignity such an arrangement 
would give. One remembers it in the long entrance 
hall to Messrs. Barings’ premises with pleasure. 





The Federal Reserve Banks 


Mr. Owen D. Young, chairman of the General Electric 
Company of the United States, has been appointed a 
class C director and deputy-chairman of the Federal 
Reserve Bank of New York. 

Mr. Harris Creech, president of the Cleveland Trust 
Company, has been nominated a member of the Federal 


Advisory Council. 
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On Teaching Grandmothers.’ 
By Austin Hopkinson, M.P. 


E, whose task it is to direct industrial activities 
W\ in these difficult days, have many burdens laid 
upon us which seem to be unnecessary. But 
perhaps the most irritating of all is the load of advice 
piled on our weary shoulders by those who, having never 
achieved anything in particular, constitute themselves 
our critics and our mentors, pointing out to the world 
at large how vastly better they could conduct our busi- 
ness. Bankers will doubtless sympathize with us in our 
sufferings, for they have recently been made the target 
at which many bright young men aim their shafts of 
criticism, pouring scorn upon the out-of-date policy of 
avoiding financial crises by checking credit inflation 
and by maintaining sound currency conditions. The 
solution of all our economic difficulties is to be found, they 
inform us, in increasing the “purchasing power ”’ of the 
masses. Which is to say: If we were all prosperous, a 
state of prosperity would reign—a theory to which even 
we poor incompetent people would subscribe. 

At the present moment the brightest stars in the 
galaxy of brilliant young critics appear to be Messrs. 
Lloyd and Austin who, havi ing received in respect of a 
previous literary effort a degree of praise amounting 
almost to adoration from Mr. J. L. Garvin in the 
“Observer,” have been thus encouraged to perpetrate 
a second volume of advice to their “industrial grand- 
mothers touching the sucking of eggs. This second book, 
which like its predecessor is being hailed by certain 
newspapers as a new industrial gospel, is entitled “Capital 
for Labour,” and we need not go farther than the second 
chapter to find the real fons et origo mali, and also the 
cure for the latter. A short quotation will make this 
evident. On page 47 we read : 

Our younger men. . . are given no opportunity of exercising their 
genius in industry just at the time when our older industries, mostly 
through mismanagement, are becoming such a burden to the country. 
The majority of our younger men are denied the opportunity of 
exercising their initiative because the policy at the top is wrong. 
Those in charge of business concerns appear to be ignorant of the 
necessity for progressive advancement. 


* “Capital for Labour.” By W. Francis Lloyd and Bertram Austin. 
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I have never been slow to perceive the faults of other 
people, or over quick to perceive my own. But candour 
compels me to admit that, in that respect, Messrs. Lloyd 
and Austin leave me hopelessly outdistanced, and are, 
indeed, qualified to join the fellowship of Socialist bishops 
who, last summer, were good enough to tell the coal- 
owners and the Governme nt how to deal with the crisis 
in the mining industry. ‘Mostly through mismanage- 
ment’’; “the policy at the top is wrong”’; there we have 
a full diagnosis of the ailment. And, like old Khayyam, 
we ask for: 


Another and another cup to drown 


The memory of this impertinence ! 


Further study of the book gives further enlighten- 
ment. Apparently the first step to the reform of an 
industrial concern is to be taken by replacing the present 
directors with some Bright Young Thing whose “genius 
in industry’’ qualifies him for the position of “executive 
head.”” Unfortunately, we are not told how this born 
leader of men is to be recognized ; or how, when he is 
found, we are to persuade the people who provide the 
capital that he is, indeed, a Napoleon of industry. How- 
ever, let us suppose that these preliminary difficulties 
have . bee n overcome, and that our new “executive head”’ 
has taken charge. “He will, perhaps,” we are told, “ find 
two or three managers whom he readily recognizes can 
be replaced by better men. If this be the case his duty 
is clear, and he must not waver for a moment. He must 
dispense with their services.” Why? Because, as we 
read in the grand climax at the end of the book, “the 
advance of our civilization depends on a return to material 
prosperity. Material wealth alone is responsible for 
supporting hospitals and medical research, universities 
and scientific research, philosophers, explorers, composers, 
sculptors, and artists. Without material prosperity, 
rare furniture, old masters, and other objects of art will 
continue to leave these shores. Are we still going to 
wait and see, or shall we think and act ?”’ This appar- 
ently is the last word of the rising generation—or at 
least of that part of it which is represented by the authors 
of this book. Once again, the circle of thought is being 
completed and we return to the ideals of the nineteenth 
century so well described by the White Knight in the 
words : 
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But I was thinking of a way 
To feed myself on batter, 

And so go on from day to day 
Getting a little fatter. 


We poor old, out-of-date incompetents had seriously 
believed that our nation had emerged from the extremely 
primitive form of civilization which prevails in “God’s 
Own Country,” and that the Babbitts were gradually 
being bred out of our race. Alas! it seems that we were 
mistaken ; what we thought progress is really retrogres- 
sion, and the name of Britain will soon become a byword 
among the nations because there are more Ford cars:in 
America than Morris cars in our benighted land—unless 
of course there is some criterion of real values apart from 
a mere counting of useless possessions. We fondly thought 
that the latter standard of values was out of date, except 
in the United States, where the dawn of real civilization 
is still anxiously awaited. But now we stand corrected 
by our rising young men, who contemplate with horror 
the prospect of a drastically reduced population living 
a non-industrial life in our little island; though for my 
part I cannot but think that the world would be none the 
worse if one, at least, of the nations decided to become 


something other than a nation of nouveaux riches. 
The above paragraph gives, I believe, a fair account 


of the underlying philosophy of ‘‘ Capital for Labour,” 
and when we come to the more detached advice offered 
to industrialists by the authors, we find again how devoted 
are the latter to the ideals of the nineteenth century. 
We are told on page 82 that ‘“‘ democracy is gaining 
ground in all phases of life,’ at a time when democratic 
government is held in general contempt, when one 
democracy after another has disappeared in autocracy, 
and when even in our own country a democratic central 
government has been forced to supersede democratically 
elected boards of guardians because the innate rottenness 
of democracy had become too putrid to be concealed 
any longer. Truly these young Rip Van Winkles have 
had a long sleep if they have not seen that political 
democracy can only be preserved by keeping the economic 
life of a nation absolutely free from democratic control, 
that a popular vote in present circumstances is always 
a vote for inflation, and that persistent inflation inevitably 
destroys democratic political institutions. If I may be 
so bold as to make a suggestion, I should like the reader 
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to note that there is no reason to object to democratic 
ownership of capital, provided that democratic control 
of capital is rigidly excluded. Nor is there any real 
demand for the latter among the wage-earners, who have 
already shown their contempt for democracy by letting 
their trade unions fall under the control of represen- 
tatives elected by a ludicrously small portion of the 
membership. In this matter, as in others, Messrs. 
Lloyd and Austin exhibit a profound ignorance, not 
only of the tendency of modern thought, but also of the 
vast amount of experimental work which we indus- 
trialists have been carrying out during the last twenty 
years, and even before that time. If they would write a 
little less and learn a bit more, they would understand 
that, in the chapter which they devote to the question 
of profit-sharing and co-partnership, novelty and truth 
are never lucky enough to meet one another. Where 
the authors happen to make a correct statement it 
is always a platitude; wherever they make a novel 
observation it is invariably incorrect. 

A perusal of the earlier chapters of the book made 
me certain that, before reaching the end of it, we should 
meet with the great industrial fallacy of the age. Nor 
was I mistaken. For in Chapter VI we find in full 
bloom the great Amalgamation Fallacy. And this despite 
the fact that many of the existing industrial amalgama- 
tions are crying their failure aloud to heaven already. 
Does the reader know of any successful large industrial 
amalgamations which does not owe its success to the 
establishment of a total or partial monopoly by systems of 
rebates or bonuses, or even by deliberate ruin of smaller 
competitors by intimidating their customers and thus 
frightening them into a boycott of the independent 
firm ? 

Yet I suppose we shall have to listen to the praises 
chanted to amalgamation (blessed word!) until one of 
these great, unwieldy, monstrosities collapses and 
creates a financial crisis large enough to give people a 
distaste for megalomania in industry. Every banker 
knows that the credit and prosperity of a country 
depend, not upon a few large monopolistic combines, 
but upon thousands of small concerns whose owners 
expend their energies in producing solid goods, rather 
than in producing vast quantities of share certificates 
for unloading upon a credulous public. 
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International Banking Notes 


Central Bank Results—-The Reichsbank’s annual 
report showed a drop in gross profits from 181,000,000 
reichsmarks in 1925 to 112,870,000 reichsmarks in 1926, 
and a decline in net profits from 42,740,000 reichsmarks 
to 22,790,000 reichsmarks. This was caused by the 
decline in the rate of interest. While the joint-stock 
banks received ample compensation through their 
increased profits on issuing activity and on Bourse 
transactions, the Reichsbank does not touch either of 
these two branches, so that the decline of its profits 
on re-discounting was not offset by any increase in 
other directions. The dividend of 10 per cent. will 
nevertheless be maintained. In the course of the 
last few months the Reichsbank has made arrangements 
with practically every central bank of the Succession 
States, the Baltic States, and Scandinavia, to facilitate 
the transfer of funds. 

The National Bank of Greece had a satisfactory 
year. Its net profits amounted to 32,589,253 lire, which 
enabled it to raise its dividend from 1,100 drachmae 
to 1,300 drachmae per share. The Bank of Estonia 
showed also a satisfactory progress, its net profits in- 
creasing from 217,000,000 marks to 264,000,000 marks, 
on a paid-up share capital of 250,000,000 marks. Other 
central bank results declared during the past month 
include that of the State Bank of the U.S.S.R., which 
shows a net profit of 91,000,000 roubles on a share 


capital of 100,000,000 roubles. 


French Banks’ Good Y ear.—The profits of the French 
banks for 1926 show, almost without exception, an 
increase as compared with 1925. Among the big joint- 
stock banks, the Société Générale increased its profits 
from 35,053,617 f. in 1925 to 43,757,948 f. in 1926. Its 
dividend has been raised from 274 f. to 35 f. per share. 
Among banks financing foreign trade, the Banque Trans- 
atlantique has increased its dividend from 94 to 10} per 
cent., as a result of the increase of its net profits from 
6,027,393 f. to 7,235,536f. Among provincial banks, 
the Société Nanceienne de Crédit Industriel et de Dépsts 
had a net profit of 12,200,000 f. as against 11,100,000 f. 
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for 1925, and will increase its dividend from 22°50 f. to 
25f. The colonial banks were particularly successful, 
and in several cases the dividend has been raised to a 
multiple of its previous figure. For example, the Banque 
de la Guyane will distribute 323f. per share for the 
second half of 1926, as compared with 126f. for the 
first half, while the Banque de la Guadeloupe has increased 
its dividend from 39f. to 67f. The Banque de la 
Tunisie produced a net profit of 1,746,000 f. as against 
1,333,000 f. for 1925. The net profits of the Banque 
Commerciale du Maroc increased from 360,000 f. to 
1,405,000 f. An interesting banking event was the 
increase of the capital of the Banque Franco-Chinoise— 
the successor of the Banque Industrielle de Chine— 
from 20,000,000 f. to 40,000,000 f. 


German Banks’ Higher Deposits.—The process of 
reconstruction of savings continued in Germany during 
1926, as is seen from the annual reports of the big ‘‘ D P 
banks, showing a considerable increase of deposits. To 
take an example: the sight deposits held by the Darm- 
stadter und Nationalbank increased during 1926 by 
97,000,000 reichsmarks to 354,300,000 reichsmarks, while 
time deposits advanced 23,200,000 reichsmarks to 
416,900,000 reichsmarks. Similar increases were reported 
by many other banks. In order to readjust the pro- 
portion between their own resources and their deposits 
most banks have increased, or are increasing, their 
capital. During the last few weeks the following 
capital increases were announced, among others: 
Rheinische Creditbank, Mannheim, from 24,000,000 
reichsmarks to 30,000,000 reichsmarks. C. Schlesinger- 
Trier & Co., Berlin, from 2,500,000 reichsmarks to 
5,000,000 reichsmarks. Saxon State Bank, Dresden, 
from 5,000,000 reichsmarks to 6,000,000 reichsmarks. 
Bayerische Handelsbank, Munich, from 3,250,000 reichs- 
marks to 5,250,000 reichsmarks. Plauener Bank, Plauen, 
from 1,500,000 reichsmarks to 3,000,000 reichsmarks. 
In the latter the Commerz- und Privatbank—which 
comes next in importance to the “D” banks—has 
acquired an important participation. 


Italian Bank Meetings.—The meetings of the leading 
Italian banks took place at the end of March. In each 
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case the directors’ proposal to maintain the dividend 
at its last year’s figure has been adopted by the share- 
holders. The net profits of most banks showed a com- 
paratively moderate increase. The medium-sized banks 
also had a satisfactory year. The Istituto Italiano di 
Credito Marittimo, for instance, has increased its net 
profits by 2,389,120 lire to 8,558,199 lire. Other banking 
events include the absorption of the Banca Autonoma 
di Credito Minerario per la Sicilia. 


Spanish Bank Results—Unlike most other coun- 
tries, there was no general tendency in Spain regarding 
banking developments. While in France or Italy most 
banks have increased their profits, and in Jugoslavia, 
for instance, there was a downward trend in banking 
profits, the number of Spanish banks which have increased 
their profits is roughly equal to those which had an 
unsatisfactory year. An example for the former category 
is the Banco Central, which produced a net profit of 
7,732,128 pesetas, as against 5,970,006 pesetas in 1925. 
It has raised its dividend, in consequence, from 6 per 
cent. to 7 per cent. Smaller increases were announced, 
among others, by the Banco Hispano-Americano and 
the Banco Urquijo. On the other hand, several small 
banks, such as the Banco Internacional de Industria 
and the Banco Castellano, produced a smaller profit 
than in the previous year. 

Austrian Bank Amalgamation.—The _ shareholders’ 
meeting of the Oesterreichische Bodenkredit-Anstalt has 
approved the capital increase proposed for the purpose 
of absorbing the Unionbank and the Verkehrsbank. 
The bank’s capital will be increased from 30,000,000 
schillings to 45,000,000 schillings. One new Boden- 
kredit-Anstalt share will be given in exchange for 3°6 
Unionbank shares and 3°3 Verkehrsbank shares. 


Polish Bank Fusion.—The amalgamation of the Bank 
Handlowy with the Banque des Pays Polonais Réunis, 
which has been rumoured for some time, has now been 
officially announced. The share capital of the new 
bank will be 20,000,000 zloty. A foreign banking group, 
consisting of the Banca Commerciale Italiana, Harriman 
& Co., the Banque de Bruxelles, and the Niederoester- 
reichische Escompte-Gesellschaft, will take an important 
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participation in the bank’s share capital. The board of 
directors will include Prince Lubomirski (president), 
Mr. Harriman, and M. Toeplitz, of the Banca Commer- 
ciale Italiana. Another Polish bank fusion of minor 
importance is that of the Polish subsidiaries of the 
Oesterreichische Bodenkredit-Anstalt and of the Union 
bank, in consequence of the fusion of their mother 
institutions. 


Banking in Northern Europe.—The banking situation 
in Norway has not improved. The net profits of many 
banks were lower for 1926 than for 1925, and in many 
cases the dividend had to be reduced. The board of the 
Centralbanken for Norge recommends a reconstruction 
of the bank. The old creditors will be paid in full, if 
they are willing to renounce interest on their claims. 
It is estimated that the old creditors of the Andersens og 
Bergens Kreditbank will receive 97 per cent., but also 
without interest. In our previous issue we stated that, 
during 1926, the Government assisted banks to the 
extent of 94,700,000 kroner. The Central Bank received 
16,660,000 kroner, the Andersens og Bergens Kreditbank 
34,000,000 kroner, and the Handelsbank 21,000,000 
kroner. We are now informed that these figures refer to 
the whole period of 1920-26. 

The Dorpater Bank, Tartu (Estonia), in which the 
British Overseas Bank is interested, produced a net 
profit of 2,500,000 marks for 1926. The net profits of 
the Revaler Aktienbank, Tallin, amounted to 7,300,000 
marks. The banking year in Danzig was not particularly 
satisfactory. The Kreditbank in Danzig has decided to 
reduce the dividend from 8 per cent. to 6 per cent. 


Turkish State Bank.—An agreement concerning the 
amalgamation of the Banque d’Affaires and the Banque 
de Crédit National is stated to be imminent. The object 
of the transaction is the creation of a State Bank. The 
Government is interested in both banks, and the Banque 
d’Affaires is believed to have the particular support of 
Moustafa Kemal Pasha. The capital of the Banque de 
Crédit National is £T.4,000,000; that of the Banque 
d’Affaires is only {T.1,000,000; but, owing to their 
connection with Government finance, they play an 
important part in Turkish banking. 
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Balkans Bank Events——The Bank of Athens has 
maintained its dividend at 27 drachmae plus a bonus of 
Is. 6d. per share. Its net profits amounted to 47,257,162 
drachmae, as against 59,405,978 drachmae for 1925. 
The Commercial and Agricultural Bank of Bosnia 
(Jugoslavia) will increase its capital from 15,000,000 
dinar to 25,000,000 dinar. Messrs. Lazard Brothers & 
Co. will participate in the issue. Deposits of the Banca 
Chrissoveloni, Bucharest, increased during 1926 from 
901,415,189 lei to 1,198,643,973 lei. 


Banking in Latin America.—The net profits of the 
Mexican State Bank showed an increase as compared 
with 1925. The shares have been written off from 100 
pesos to 33°33 pesos. The Banco del Peru y Londres 
will issue 50,000 new shares of £P.10 each, to increase its 
share capital from £P.500,000 to £P.1,000,000. The 
shares will be offered to the old shareholders at £P.12. 
The capital of the Banco Commercial de Estado de Sao 
Paulo has been increased from 75,000,000 milreis to 
100,000,000 milreis. The deposits and discounts of the 
Banco de Galicia, Buenos Aires, showed a slight decline 
during 1926. 

Japanese Banking Crisis._-The outstanding event in 
international banking during the last few weeks was the 
banking crisis in Japan. Towards the end of March 
eight Japanese banks, of which the Murai Bank is the 
most important, have closed their doors as a result of 
the delay in passing the earthquake relief legislation. 
Through the intervention of the Bank of Japan the 
panic has been checked, but the failure of the firm Suzuki 
& Co. has provoked another wave of pessimism, especially 
in regard to the Bank of Taiwan, which is the chief 
creditor of that firm. Owing to the rejection of the 
Government’s scheme of supporting that bank, its 
directors have decided to close down, but subsequently 
they reversed their decision, as there was hope that the 
new Government would support the bank. Wholesale 
withdrawals of deposits have resulted in the suspension 
of payments by three banks in Osaka, one of which was 
of considerable importance. To check the run on the 
banks the Government has decreed a moratorium for 
three weeks. 
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BOOK REVIEWS 








HERR BERGMANN’S book, “ Der Weg 
der Reparation,” appearing in English 
under the not quite adequate title 
of the ‘History of Reparations,” 
fully deserves the praise which Sir 
Josiah Stamp gives it in his interesting 
Foreword. It is the first consistent 
account of the whole complex of 
problems by one who was personally 
associated with their attempted solu- 
tion; it therefore brings to light 
episodes hitherto discreetly withheld 
from the public eye. That is its 
first great advantage. Its second 
great advantage is that it covers the 
whole semi-tragic, semi-sordid history, 
from the time of the Wilsonian 
“Fourteen Points’’ down to the end 
of the Second Annuity Year. In its 
final chapter the book presents an 
attempted solution of the problems 
of the future, to which we shall 
return later on. 

The British public has come to 
regard the Reparations problem as 
solved by the Dawes Plan. In this 
attitude of mind there lies grave 
danger for the future. Nothing is 
more remarkable in its way than the 
impatience with which even City 
circles receive any news which in- 
dicates that a closely analogous 
problem—the Reconstruction — of 
Austria—is not yet definitely solved. 
The very success of the League Plan 
in the one case, the Dawes Plan in 
the other, creates an atmosphere 
the very reverse of the desirable one : 
instead of a realization that if the 
most difficult first step has been 
successfully taken the later ones 
can be taken more easily, given 
only willingness to think clearly and 
to act wisely, there is resentment 





that “‘ after all that has been done 
for these people they are still creating 
difficulties.’’ It is important, there- 
fore, to realize that, as Sir Josiah 
and Herr Bergmann both emphasize, 
the Dawes Plan has not settled the 
two outstanding problems: the fixa- 
tion of the Reparations Debt and the 
possibility of the continuous effective 
transfer of the maximum annuity. 
If this is steadily borne in mind, 
there will be less resentment if Ger- 
many reopens the question of Repara- 
tions. On the other hand, if Germany 
reopens the question—and there are 
not wanting signs that certain German 
circles are desirous of doing so— 
German statesmen will have to take 
care that the Reparations problem, 
at long last taken out of the hands 
of politicians and entrusted to 
specialists, shall not unnecessarily 
be transferred to the political arena 
again. The very worst method for 
Germany to adopt is to contest the 
annuities on the ground of the burden 
they impose on the German people ; 
her statesmen are on much stronger 
grounds when they demand a fixation 
of the debt at a total within the 
capacity of Germany to transfer. 

Even the fixation of the debt has its 
dangerous side, so long as statesmen 
must placate voters who are impressed 
by figures, and who are thus unable 
to see why a smaller sum down may 
be worth a good deal more than larger 
sums spread over many years. Hence, 
whilst sooner or later the maximum 
amount Germany must pay ought 
to be fixed, let it be done later rather 
than sooner: every year’s delay 
destroying more of what is left of 
the delusions of the first years after 





* “ The History of Reparations.” 
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the war. In any case, so long as the 
Allies are to continue to pay off 
indebtedness to America, the period 
during which public opinion will 
hold that Germany ought to pay is 
really determined: and the only 
issue which remains is the amount 
which she ought to pay. And even 
that is influenced by the condition 
of the inter-Allied debts. The open 
question is whether, if the Reparations 
creditors are given present cash, they 
will consent to release their direct 
claims on Germany before they are 
released from the claims of the United 
States. And this in effect means that if 
the problem is to be solved along these 
lines the amount Germany must give 
in present vaiue must bear some relation 
to the present value of the American 
(and British) claims on Europe. 
Herr Bergmann’s “ possible solu- 
tion’”’ is this. Given that it is to 
the interest of the Allies to get 
Reparations, it is obviously to their 
interest to get them as soon as 
possible. * After all,” he remarks, 
‘reparation answers its purpose only 
if made within a reasonable time, 
while the damages and their con- 
The latter are 


sequences still exist. 
disappearing more and more with 
every year which passes. Reparation 
becomes an absurdity if it is not in 
the main carried out before no damage 
remains to be made good.... In 


the Allies’ own interest it would 
appear in every way desirable that 
Germany’s reparation payments 
should be made within the shortest 
possible period and that the suc- 
cessive annuities should be funded 
into a fixed capital debt to be dis- 
charged by the issue of loans.”” Let 
Germany raise loans: but how much 
by way of loan? Let the Transfer 
Committee use the arbitral procedure 
envisaged under the Dawes Plan 
to determine “ the maximum amount 
of reparation which Germany is to 
pay within ten years by means of 
loans.” As a standard of how much 
this is to be “the proper criterion 
will be found in the amount which, 
in the opinion of investors, Germany 
is able to transfer abroad each year.”’ 
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There are, obviously, a good many un- 
knowns about thissolution. Let us take 
the more obvious. Herr Bergmann, 
elsewhere in the chapter under con- 
sideration, suggests 5 per cent. interest 
and 1 per cent. for amortization as 
the basis of these loans. But could 
Germany float loans at par at this 
figure ? If not, the interest must be 
raised or the total volume of loans 
must te reduced ; but, in effect, since 
the total amount to be transferred 
is limited, ex hypothest, a higher rate 
of interest must also result in a 
reduction of the total sum so raised. 
Again, are the capital markets of the 
world in a position to absorb, say, 
£75-£100 millions a year of German 
bonds for a period of ten years ? 
If not, is the amount to be fixed by 
reference to the absorbing power of 
the market? Again, what is meant 
by the “ amount which in the opinion 
of investors,* Germany is able to 
transfer abroad each year ’”’ ? Is 
this to be determined in the light 
of what the capital markets are 
willing to take up or in the light of 
expert opinion of what can be trans- 
ferred ? Surely it is clear that 
investors will be influenced by what 
the experts will say Germany can 
transfer, consequently the opinion 
of investors is not a very good guide. 

Herr Bergmann’s scheme therefore 
contains a good many contentious 
points. But the merits of his book 
are not to be judged by the value of 
his constructive proposals, which oc- 
cupy only a relatively short space 
in a volume packed with illuminating 
detail. This is a work of first-class 
importance, a fact sufficiently attested 
by the character of the high authorities 
who have sponsored the English 
edition. 

Dr. Shaw has rendered economic 
science such distinguished services 
as an historian of currency, and 
especially as editor of the ‘‘ Calendar 
of Treasury Books and Papers,” that 
it is all the more regrettable that 





* The German text, be it noted, speaks 
of ‘‘ anlagesuchenden Kapitals’’ (German 
edn., p. 388), which is a somewhat vaguer 
term than “‘ investors.” 
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in his present book he should sponsor 
a series of propositions of extremely 
doubtful value. 

In the first part of his book he 
defends the institution of the Currency 
Note on the ground that by means 
of it ‘‘ the only true principle of paper 
money issue had been solved... 
and that with its appearance the 
cruelty of the old Bank rate mechanism 
had come to an end, equally with 
all the other difficulties which the 
working of the Bank rate mechanism 
had entailed on the London money 
market.”” Now, Dr. Shaw does not 
defend the Currency Note on Key- 
nesian lines at all. So far from 
believing that by means of an incon- 
vertible issue the issuers can com- 
pletely control the price-level, Dr. 
Shaw argues that “Neither the 
Treasury nor any other authority 
has the slightest control over the 
amount of the circulation of the 
Currency Note. The Treasury could 
not under any circumstances manipu- 
late the issue. It dare not give out 
a single {1 note to itself or to any 
public department.” The British 
Treasury Note, he argues, “ carries 
its own guarantee against over-issue, 
and has never departed from the 
sterling standard simply because it 
is bought at will at that standard and 
exchanged or surrendered at _ will 
at that standard, whereas a forced 
issue has no relation to any standard 
at any time, even if it proposes to 
be restricted in amount.” (p. 26). 
Now, this might imply that Dr. Shaw 
believes the Treasury Note cannot be 
Over-issued because it is directly 
convertible into gold, and obtainable 
directly for gold. So long as this 
is the case, indeed, the note cannot 
be over-issued. But Dr. Shaw 
apparently believes that the effect 
of the Gold Standard Act, 1925, is 
the precise opposite : ‘‘ We have an 
inconvertible paper currency now 
acknowledged as the domestic cur- 
rency of the country . . . the domestic 
currency no longer reacts on that 
reservoir’ (i.e. the gold reserve). 
This is in itself a grotesque misreading 
of the present situation, but it forces 
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one back to the fundamental question : 
Does the mere fact that a currency 
has to be paid for prevent it from 
over-issue ? The answer is, obviously, 
no. Over-issue implies simply cheap- 
ness in terms of goods, and if the 
issuer is willing to sell at a lower 
price in terms of goods, the mere fact 
that a {1 note is never sold for less 
than a {1 in goods is irrelevant. 
Of course, no one will pay for currency 
unless he wants it, but demand for 
currency expands if the currency 
becomes cheaper, just as the demand 
for anything else does, and the mere 
fact that it is paid for means nothing, 
unless one knows how much has to 
be paid for it. Nor is it true that 
the British Treasury did not “ mani- 
pulate’”’ the issue if by that it is 
implied that “demand ”’ determined 
the size of the issue. Demand itself 
was determined by the _price-level 
and that in turn by the level of the 
issue. Dr. Shaw has never asked 
himself, obviously, what was done 
with the money which was spent by 
the public in buying the notes from 
the Treasury via the Bank of England. 
The answer is that it was spent by 
the Government, which replaced the 
cash balance of the Currency Note 
Account by securities : in other words, 
the real profit of the Government 
did not consist in the interest on the 
securities held, as Dr. Shaw seems 
to believe, because this was simply 
the Treasury paying itself, but in the 
amount of goods and services acquired 
out of the ‘“ uncovered ’’ notes. 

In his second part Dr. Shaw defends 
the Ricardian thesis that note-issue 
is not part of the necessary functions 
of a central bank. Here all that 
need be said is that though note-issue 
and central banking can be separated, 
all experience seems to show that it 
is expedient that they should be 
combined. What is meant by such 
sentences as ‘‘ The Bank of England 
is itself not a central bank, and in all 
probability it can never be made 
into one. It is not even a represen- 
tative bank,” it is not easy to say. 
Dr. Shaw’s own plan for a central 
bank provides for the fixation of the 
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discount rate by this institution, 
but since the Bank is not to issue the 
currency, and is not to hold the 
reserves of other banks, it is difficult 
to see how such an institution could 
possibly function ! 

The third part of the book is a 
defence of the type of exchange 
stabilization based on the power to 
issue notes against security holdings 
in a second centre, on the lines of the 
exchange relations between Egypt 
and this country, and South Africa 
and this country. The exposition 
is marred by such absurdities as 
that Professor Cassel acquired the 
theory of purchasing power parity 
from an article by Mr. Benson written 
in IgI9. Mr. Shaw cites Ricardo 
as an opponent of the theory on the 
strength of “two brief paragraphs 
of the seventh chapter of his 
‘ Principles,’ ’’ but refrains from men- 
tioninga verysignificant paragraph, viz. 
the first paragraph of the “ High Price 
of Bullion,” which might have made 
him more hesitant on the point of what 
Ricardo thought about such matters. 

M. Louis Franck, the Governor of 
the National Bank of Belgium, has 
given us a useful volume in which 
he details the episodes leading to 
the final stabilization of the Belgian 
franc in October 1926. As is now 
well known, the Belgian stabilization 
covers three episodes of great interest : 
the breakdown of the first attempt 
at stabilization, which in M. Franck’s 
opinion was mainly due to a neglect 
of the floating debt situation—but 
which it is fairly clear from the 
figures given on pp. 120-2 was due 
to a too high stabilization rate: the 
compulsory funding of the floating 
debt by the conversion of the railways 
into an industrial concern and the 
exchange of railway securities for 
State debts; lastly, by the creation 
of a new unit of account—the belga. 
To the creation of this new unit 
M. Franck appears to attach a quite 
undue importance: since the belga 
is simply 5 francs, and since franc 
notes and belga notes are equally 
legal tender and _ interchangeable, 
the introduction of the new unit, 
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obviously, does nothing except to sub- 
serve considerations of convenience, 
Even if the belga had not been 
introduced, the essentials of the 
situation would have remained un- 
changed: the revaluation of the 
gold reserve and the foreign loan 
would have, in this case also, in- 
creased the proportionate gold cover, 
although the absolute amount would 
have been five times as much in this 
case as in the actual state of affairs. 

M. Lacout’s book on the “Return 
to Gold” is a careful and critical 
study of the policy of the Government 
and of the Bank of England, which 
is interesting to the British reader 
mainly on account of the author's 
attitude to the problem: for the 
facts are by now too well known. 
M. Lacout is a defender of the gold 
standard, but he believes that the 
policy actually pursued in returning 
to gold was mistaken: the action 
taken was too hasty. The Govern- 
ment encouraged bull speculation in 
sterling at the end of 1924 instead 
of discouraging it, and “a rise of the 
monetary unit by 10-12 per cent. 
in the space of a few months, was 
much too great to be borne without 
suffering by commerce and industry.” 
Assuming, however, that there was 
a real disparity of some Io per cent. 
or 12 per cent. between the internal 
and the external value of the pound 
sterling, would a policy calculated 
to drive the pound up less quickly 
really have helped in the long run? 
On_the assumption that world prices 
would during the period of time in 
question have risen by a similar 
amount, a policy of suspense would 
have paid. If this contingency, as 
was actually the case, were remote, 
the choice before the Government 
and the Bank was between a sharp 
but short crisis, and a milder but 
prolonged one, with the added chance 
that a refusal to take an immediate 
(and final step) in the desired 
direction might have driven the 
exchanges in the wrong direction, 
so that the final degree of disparity 
to be overcome would have been 
pro tanto greater. 
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Bank Managers and Life 


Assurance 


A Wide Field of Opportunity 


consideration of the relations between bankers 

and life assurance offices. The purpose of this 
article is not to attempt a solution of all of them, but 
rather to bring the issues to light. 

In the past the association between bankers and 
assurance has frequently been intimate; the relationship 
now appears to be in a state of flux; and the point arises 
whether it is to be cemented or broken in future. 

Some of us live in an atmosphere of finance, but there 
are enormous numbers of persons in quite different 
circumstances. Immense numbers are engaged in in- 
dustries throughout the country who know their own jobs 
remarkably well. Yet when many of these approach 
any questions of finance they are like children. They do 
not profess to possess acquaintance with financial matters, 
and where these are concerned they often rely largely 
on their bankers. All of us know of individuals who have 
been in the habit of consulting their bankers on any 
problems touching finance, such as the investment of 
their savings, the purchase of their houses, and the 
provision of loans to tide them over periods of difficulty. 
The banker thus often knows a great deal of the domestic 
economy of families. He knows their means and their 
expenses. He is a trusted friend, and his exceptional 
position provides him with opportunities for advising 
on decisions respecting assurance. 

We have only to remember that the amount of life 
assurance per head in these islands is far below that 
obtaining in some other countries to appreciate that the 
banker may prove an extremely valuable ally in the 
efforts that are now being made to secure a better prac- 
ticable appreciation in this country of the benefits of 
life assurance. 

We know that bankers are frequently consulted by 
their clients on the subject of their investments, and that 
bank managers give the best disinterested advice in their 

K K 3 


i eo interesting questions are raised by a 
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power. The task, especially of these officials in country 
districts, is often difficult, and they will naturally err, if 
they err at all, on the side of caution. The transactions 
are carried through by the bank acting with brokers, 
by whom the commission is shared. Do not these pro- 
ceedings provide a model for a possible development in 
assurance ? 

In the past the bank manager has often acted as agent 
for an assurance company or companies—a_ position 
which has been personal to himself, and he has retained 
the commission. There are arguments for and against 
such a relationship. Provided always that the office, 
or offices, by which the commission is granted be above 
suspicion, there are merits in it. There was, and is, a 
personal incentive to effort. Some expenditure of time 
may be involved in putting before a client the advantages 
of assuring with a particular office, and we may assume 
that this work has frequently, if not always, been under- 
taken in the spare time of the bank manager. The 
matter has often been thrashed out in the evenings by 
the fireside in the rooms of either the client, or the banker, 
and the latter may well feel when the policy is issued that 
he has earned his commission. At the same time he 
has done something worth while for his client, and in so 
doing has also acted in the interests of the bank. 

If there be a drawback in this practice it is that the 
offices which the banker represents may not offer quite 
the very best terms for the particular type of policy that 
the client needs. Human nature being what it is, the 
banker will be favourably disposed, whether he recognizes 
the tendency or not, towards the office which pays him 
the largest commission, and that office, which may be 
the best for him, may not be quite the most suitable for 
his client. 

In some cases the changes, by amalgamation and 
otherwise, which have been occurring in banking in 
recent years, have modified the old relationship between 
bankers and insurance offices. Often, however, the 
trusted bank manager has been left undisturbed. He has 
served the bank and its clients admirably, and if in doing 
so he has augmented a modest income by acting as an 
assurance agent—well, he has earned his commission, 
and it is no concern of ours to inquire too closely as to 
how much the total amounts. 
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When the bank manager, with his long and faithful 
record of service, retires in due course, his successor may 
be served with a list of rules which define his relationship 
to life assurance more closely. He may learn that any 
commission which he receives must be shared with the 
bank itself. The offices which may be represented may 
be specified, and these, perhaps, are those institutions 
which are themselves clients of the bank. Since there are 
many assurance companies, and nowadays comparatively 
few English banks with an entirely separate existence, it 
happens that each bank will keep the account of more 
than one assurance office. It is natural that a bank 
should be willing to help forward the business of an 
assurance company which is one of its own customers, 
and, similarly, reasonable that an assurance company 
should expect its bankers to assist it in any way they can. 
All is,as well as it could possibly be if the assurance 
enterprises happen to be the most appropriate that could 
be recommended for the purpose of the client. Should 
this, on the other hand, not be the happy state of affairs 
the client fails to obtain quite the very best advice to 
which he seems entitled. 

Another course is for the headquarters management of 
a bank to make it clear to their officials that the giving 
of advice on assurance does not really come within the 
scope of their duties--that they had better leave it to 
others who specialize in the subject. Such an attitude 
may relieve bankers of trouble and difficulty, but if this 
easy method of dealing with a troublesome problem— 
by avoiding it—were to be generally followed, many 
opportunities for good work would be thrown away. 

If we assume that the bank manager declines to give 
advice on assurance, what is the position of the individual 
who sought it? He may decide to write to an office 
of which he has heard, possibly because some member 
of his family is, or was, assured with it; he may be 
attracted by the advertisement of a particular office; 
and, in some cases, he may seek out an assurance broker 
(if this action is not reversed)—-and when the broker 
knows his business well he may recommend his client to 
an office which is actually the most suitable for him-— 
although the broker can also hardly escape being affected 
by the consideration of the terms offered him by the 
different offices. Often, however, the assured will transact 
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his business through the agent of a particular office or 
offices. This agent will look to his commission to provide 
him with part of his income. Again, assuming that the 
standing of the institution or institutions which he repre- 
sents is high, there may not be much fault to find with the 
procedure. The only possible criticism of such a course 
is that the proposer may not secure quite disinterested 
advice. 

We come back to the point that impartial advice 
is very valuable. The customer of the bank receives it 
when he seeks help respecting his investments. A 
recommendation is not made because a bank is financially 
interested in a particular enterprise. Ought not the 
conditions in assurance to be similar? Assurance is a 
highly important form of investment, and if a banker is 
permitted to advise on the purchase of house property 
or of Stock Exchange securities, he should surely be 
permitted to offer advice to a proposer for assurance. 
In tendering advice on any of these matters the banker 
should be influenced only by what is best for his clients. 
There would be something lacking in a system which 
permitted a bank manager to suggest the investment 
of funds in certain Stock Exchange securities and pro- 
hibited him from making any impartial recommendation 
respecting an assurance policy. 

To be in a position to advise properly, the banker 
needs to have some real acquaintance with the standing 
and characteristics of particular offices. That may put 
him to some little trouble. Still, the number of assurance 
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offices is minute in comparison with that of the enter- 
prises whose stocks or shares may be bought. The bank 
manager acquires sufficient information respecting the 
conditions of industrial and other concerns to enable him 
to separate the wheat from the chaff, and the acquisition 
of adequate knowledge to allow him to form conclusions 
respecting different assurance offices should be not at 
all beyond his scope. With very few exceptions assurance 
offices are prepared to allow commission for the intro- 
duction of the business, and there seems no reason at all 
why the banker, or the bank, should not receive his cr 
its share. Whether the bank manager should retain 
the whole of the commission or whether he should share 
it with the bank, or whether he should introduce his 
customer to an agent of an assurance company and share 
it with him, are matters which may profitably be discussed 
by those directly concerned. It would seem that all 
assurance companies would be glad to come to a definite 
arrangement with the banks on these questions. 

The main point seems to be that full use should be 
made of the numerous opportunities which bank managers 
certainly have for putting forward the merits of life 
assurance for the investment of part of the resources of 
their customers. The uses of assurance policies are 
increasing, and the bank manager who so often knows 
all the circumstances of families should be well fitted to 
assist in the movement for securing a larger volume of 
life assurance in this country. That the success of this 
movement would be very greatly to the advantage of 
the whole nation cannot be doubted. 

The bank manager who gives a little thought to the 
work of assurance offices will know, for instance, that 
in the last few years there has been a growing tendency 
on the part of parents to effect deferred assurances for 
the benefit of children. A quite small premium beginning 
from the earliest years of a child’s life will provide a 
comparatively large volume of assurance to take effect 
on the coming of age, when the benefits may then be in 
any one of the several forms of policies, such as whole 
life or endowment assurances with or without partici- 
pation in profits, or the premiums may be returned with 
interest in a cash payment. 

Bank managers often know the heavy cost of educating 
children during the traost expensive years. Their 
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experience should encourage them to point out to parents 
how, by assurance, the cost may be spread over many 
years, and the means of education may be assured, whether 
the parent lives or not. 

When the banker is approached on the purchase of 
house property he should be able to show how this can 
be secured by life assurance and the mortgage be repaid 
whether the purchaser lives fora normal span or not. The 
list of assurance offices which have published schemes 
for house purchase has become steadily larger during 
the last few years. 

Bankers know how loans are sometimes required, but 
they, as a rule, in accordance with their principle of 
keeping funds liquid, limit them to short periods. As- 
surance companies are ready for loans to be maintained 
for much longer, and for them a loan within the surrender 

value of a life policy is an excellent investment. If a 
policy be effected early the surrender value by middle 
age is likely to be very substantial, and it is then that 
financial assistance is often most needed. The young 
might often be encouraged to build up an asset of con- 
siderable value by life assurance premiums if they were 
shown how immensely valuable a policy would be to them 
for the purpose of borrowing within a few years’ time. 
A large business has been transacted by assurance offices 
specially with a view to the grant of loans. 

The advantages of assurance as a means of providing 
for the payment of death duties will often have been 
brought within the knowledge of bank managers. They 
have known the serious difficulties that have had to be 
encountered when heavy duties have become pavable 
in respect of landed estates, which would have been 
avoided if provision had been ‘made for meeting them by 
the setting aside of sums in annual premiums. Bank 
managers would often, through knowledge of individual 
circumstances, be able to advise whether whole life 
policies or endowment assurances should be the right 
choice, and whether with or without profit policies should 
be selected. Their field of opportunity and utility in 
life assurance is very large, and, in the general interest, 
it is greatly to be hoped that it will be cultivated to the 
full. The field includes not only life assurance, which has 
been discussed in this article, but all those other forms 
of insurance the demand for which is always growing. 
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New Issues and the Press 
By Paul Einzig 


HERE is no doubt that, since the war, the in- 

fluence of the financial Press—including financial 

newspapers and the financial section of general 
newspapers — has considerably increased. This is a result 
of the increased interest taken by the general public in 
financial matters. The number of investors is much 
larger than it was before the war, and a great number of 
new investors who realize their lack of experience rely 
upon the expert guidance of the financial Press. At the 
same time, even the pre-war investing classes are de- 
pendent upon the Press to a greater extent than before 
the war. In happy, pre-war days, investments took care 
of themselves. They did not require constant expert 
attention as they do today. Since the war matters 
have become rather complicated. The extent of risk has 
increased, and so has the difference of various classes of 
investments in their yields. The disadvantage of the 
uninitiated in selecting their investments is thus much 
more pronounced than it was previous to I9gI4. 

The change in the requirements of the public has been 
fully understood by the Press. Financial newspapers 
have considerably extended their size during the last 
few years. General newspapers which have not hitherto 
possessed any City column have established financial 
sections, and in general much greater attention is given 
to financial affairs. 

The importance of the guidance given by the financial 
Press has been particularly realized with regard to new 
issues. The advertising columns of newspapers are 
practically the only means by which issuing houses can 
reach certain sections of the public, for the hawking 
of bonds and shares is most unpopular in England, and 
is likely to be further discouraged by legislative enact- 
ment. ‘Circularizing i is confined to the clientele of brokers, 
while the great majority of small investors can only be 
informed through the Press about the coming flotations. 
Issuing houses recognize the predominant part the 
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Press plays in the success of their issues, and seldom 
fail to avail themselves of the facilities of Press publicity. 
The Press is not unaware of the fact that it is almost 
indispensable, and the charges for publishing prospec- 
tuses of new issues are, therefore, considerably higher 
than for any other kind of advertisement. And the 
charges have been repeatedly raised during the last few 
years, without reducing thereby the volume of new issue 
advertisements. 

To illustrate the extent to which the financial Press 
is indispensable for a successful flotation, it will be suffi- 
cient to quote two instances. The issues made by news- 
paper groups are usually advertised in rival newspapers. 
The issuing groups realize that they cannot reach 
sections of the public except through certain newspapers, 
and, however reluctantly, must consent to pay a tribute 
to their competitors in publicly recognizing their value 
as an advertising media. Another interesting instance 
is that of a well-known financial house, whose relations 
with a certain newspaper were rather strained for several 
years. The newspaper’s representatives were not received 
by the financial house in question, nor did they receive 
the ordinary announcements given to the Press. In 
spite of this, all the issues made by the financial house 
were advertised in the newspaper in question, for the 
financial house could not afford to ignore the readers of 
that newspaper. 

If the publication of the prospectuses of new issues 
in the financial Press is of capital importance from the 
point of view of issuing houses, the comments made upon 
them by the newspapers are of no small value to the 
investing public. Expert guidance with regard to new 
issues is even more necessary than for existing securities, 
the past record of which speaks for itself. New issues, 
on the other hand, especially by companies which have 
not yet proved their merit or demerit, are not easily 
judged by the man-in-the-street. At the same time, small 
investors with little financial education and experience 
prefer to acquire securities by means of subscribing new 
issues rather than buying existing securities on the Stock 
Exchange. They largely depend, therefore, on the advice 
of their favourite newspaper. 









( 455 ) 


The Observer 


THE OLDEST AND GREATEST SUNDAY JOURNAL 







THE OBSERVER originated the modern type of first-class 
Sunday Journal—half a review, equal in excellence to the best 
sixpenny weeklies, half a newspaper, with a home and foreign 
service equal to the great dailies. It has correspondents and 
contributors in every part of the Globe. 


THE OBSERVER’S editorial page has often been described 
as the most famous in the world. Mr. J. L. GARVIN’S 
article and the weekly commentary “The World Week by 
Week,” give the fullest survey of events at home and abroad. 


THE OBSERVER ranges with the same fullness of comment 
and runs through all affairs of life from finance to sport. 


Issuing houses recognize that THE OBSERVER is the one 
medium for New Issues appearing at the Week-End. 


1791 






















1927 


















BANK OF ESTONIA 


(EESTI PANK) 
Head Office : TALLINN (REVAL), ESTONIA 


Telegrams : ‘‘EESTIPANK ” TALLINN 


BRANCHES 


TARTU, NARVA, PARNU, VILJANDI, VALGA, VORU, 
PETSERI, RAKVERE, HAAPSALU, PAIDE, KURESAARE. 











CAPITAL PAID UP - - - Emk. 250,000,000 
RESERVE FUNDS - - : Emk. 256,800,000 







CORRESPONDENTS IN LONDON 


The Royal Bank of Scotland. 

The Midland Bank, Limited. 

Barclays Bank Limited, Foreign Branch. 

Lloyds Bank Limited. 

The Equitable Trust Company of New York, London. 









456 THE BANKER 


In a sense, the financial Press in this country 
fulfils the same task in the distribution of new securities 
as the bondsellers in the United States. It is much more 
in accordance with British habits and character to take 
advice from a newspaper which it considers reliable than 
put up with the inconvenience of frequent personal calls 
by bondsellers. From the point of view of expense, the 
method of floating new issues with the aid of newspaper 
advertising compares favourably with that of placing 
them with the aid of bondsellers. Notwithstanding the 
high commission American issuing houses have to pay to 
cover the expenses of bondselling, they have to advertise 
loans, though advertisements have but little influence 
upon the ultimate investor who is accustomed to wait 
for the call of bondsellers. 

The British method of marketing new securities with 
the aid of newspaper advertising thus compares favourably 
with the American method. The balance is even more in 
favour of the method practised in this country in com- 
parison with Continental methods. This is due to the 
high moral standing and independence of the British 
financial Press. Apart from very rare exceptions, busi- 
ness considerations do not influence the financial Press 
in this country in their comments upon new issues. 
Prospectuses are frequently subject to adverse criticism, 
irrespective of the advertising space they occupy. This 
is the main reason why the British small investor trusts 
the judgment of his newspaper. He knows that the 
opinion expressed therein, if not infallible, is at least 
in good faith. On the other hand, in several Continental 
countries the independence of the financial Press leaves 
much to be desired. In France, for example, the method 
adopted with regard to new issues is that newspapers are 
allotted in advance a proportion of the securities to be 
issued, at a favourable price. The interest to the news- 
papers thus depends upon the success of the flotation ; 
thus there is a strong temptation to recommend the issue 
favourably, so as to insure its success. In such circum- 
stances, it is not surprising if the comments of newspapers 
on new issues have not the same influence as in this 
country. In other Continental countries, the method 
followed is similar to that of France, but in some cases 
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it is simplified. Apart from exceptions, the comments 
on new issues in those countries are little more than 
paid advertisements. The public knows this, and 
issuing houses have no illusions about the advertising 
value of the comments inspired by business considerations. 
If, in spite of this, they spend large amounts on such 
publicity, it is because they are afraid of the hostile 
attitude of the newspapers if they do not get what they 
consider their due share. Although their favourable 
comments may not help much, their adverse comments 
may have a damaging effect; hence the necessity of 
spending large amounts on publicity without obtaining 
any benefit, except in a negative sense. It is hardly 
necessary to add that many Continental newspapers are 
of the highest integrity, but in several countries 
independent comments upon new issues are unobtainable. 

In the case of the British financial Press, the amount 
spent on publicity in connection with new issues pays 
merely for the space devoted to the publication of the 
prospectuses. When the advertising order is given, the 
issuing houses and their advertising agents do not even 
know the editorial attitude the newspaper will take up in 
regard to the issue. In submitting the prospectus to their 
readers, the newspapers discharge their obligations to 
the advertiser, and are under no further obligation to 
support the issue. 
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